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EDITORIAL COMMENT 


THE GREAT ILLUSION 


FTER six years’ experience with a 
policy of liberal, not to say reck- 
less spending, with recovery stalled, 

an annual deficit of around $3,000,000,- 
000, a public debt of over $40,000,- 
000,000, and with some 10,000,000 un- 
employed, and 20,000,000 in receipt of 
public relief, the American people must 
at last be becoming dimly conscious of 
the fact that they cannot spend them- 
selves into prosperity, that the victim of 
over-indulgence in stimulants cannot 
attain sobriety by borrowing money with 
which to: buy more of the same fluid 
responsible for his inebriety. 

What is the source of this great 
illusion? Does it not lie in the indis- 
position of our people to face stern 
realities? 

When an individual finds his income 
reduced, there is imposed upon him 
both the obligation and the necessity 
correspondingly to reduce his outgo. He 
would be utterly unworthy of confidence 
if he should resort to borrowing in 
order to support the liberal outlays of 
his more prosperous time. Perhaps he 
could not borrow if he would. In this 
respect that which we call government 
(in this case the power to tax the citi- 
zen), is in a different situation. It can 
borrow, despite its improvished situa- 
tion, while banks keep on buying its 
securities in the face of unexampled 


deficits and debt totals, obviously ignor- 
ing the fact that these securities are now 
selling on a dangerously inflated valua- 


tion. 


Near the outset of the present depres- 
sion, a German economist of high 
reputation admonished us thal we might 
invent any number of devices to avoid 
or to postpone paying for the specula- 
tive orgy that preceded the 1929 col- 
lapse, but that however fertile our in- 
ventive powers might prove, in the end 
we should have to pay. 

The devices resorted to with this end 
in view have been so numerous that few 
can name them on the spur of the 
moment. Not only have they been 
plentiful as blackberries or the famous 
leaves in Vallombrosa, but many of 
them have been so fantastic as to tax 
human credulity. 

Theories exploded two thousand 
years ago have been brought forth as 
fresh discoveries and held up to the 
admiration of the public, only to find 
their magical powers less potent than 
Mrs. Partington’s broom. 

Many of these expedients were fan- 
tastic, some of them downright dis- 
honest. All of them ignored the reali- 
ties of the situation. It was held that, 
since the national income had declined, 
it should be made up by borrowing and 
spending—not for relief alone, but as a 
means of inducing recovery. We were 
to regain our financial health by resort- 
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ing to credit, that which had caused our 
sickness. We were to “coin false 
moneys out of the crucible called 
debt.” The trial has been long, and 
while the patient, under the stimulus of 
these repeated shots in the arm, has 
shown temporary flutterings of the 
pulse, his recovery has not taken place. 

And what remedy is now proposed? 
More medicine of exactly the same 
kind. Having fruitlessly run into debt 
to the extent of $20,000,000,000 in pur- 
suit of economic health by the spend- 
ing route, we are asked to pour $4,000,- 
000,000 more of the stuff down the 
throats of the American people, on the 
theory that the medicine itself is all 
right, but that the dose has not been 
big enough! 

Our political saviors tell us that, once 
embarked on this road, we can never 
turn back. The driver of an automo- 
‘bile, finding himself on a road that led 
to an abyss into which he must inevit- 
‘ably plunge unless his course should be 
changed, would not regard this counsel 
as wise. He would gladly turn back 
from the wrong road to disaster and, 
with as little delay as possible, get 
back to the right road leading to safety. 


Does not the same principle apply in 


the conduct of fiscal affairs? If our 
spending policy has failed—as_ un- 
doubtedly it has—is it not the dictate 
of wisdom, of ordinary prudence, of 
simple common sense, to discard this 
discredited policy and to resort to the 
practice of a sound economy to which 
the experience of the ages plainly 
points? 

And the indicator points to no prim- 
rose path. It is directed toward greater 
sacrifices than have yet been made, 
reaching to those who thus far have 
been unscathed by the hardships others 
have suffered, to the office-holding 
classes and the workers in those indus- 
tries whose wages have not fallen, and 
in some instances increased. 

How many holders of official posi- 
tion have had their salaries reduced in 
this depression? Others have taken 
serious losses. Why should the holder 
of public office be exempt? (Per capita 
income in the District of Columbia, for 


1938, was more than double the na- 
tional average.) 

And the workers in industry that 
have had their wages maintained, why 
should they be favored above their less 
fortunate brothers? 

Both among the office-holding classes 
and the workers in some industries, 
salaries and wages have gone higher as 
the depression has deepened. Others 
have suffered, but these favored classes 
have escaped. 

This is no plea for niggardly treat- 
ment of public officials, nor for low 
wages in industry. It is merely a plea 
for justice; a demand that the few 
should not be favored at the expense of 
the many. 

And what has been said with regard 
to the holders of public office and those 
engaged in special industries, applies 
with equal and perhaps greater force to 
those among our captains of industry 
and finance who have used their power 
to preserve their own incomes while 
those of nearly all others were falling. 

Maintenance of “the prevailing rate 
of wages” was not a theory invented by 
President Roosevelt. Early in the de- 
pression President Hoover called a 
number of industrial leaders to Wash- 
ington. He counseled them not to re- 
duce wages. And yet, in the face of 
falling production, diminished sales. 
and lessened profits, what was more 
clear than that wages, a principal in- 
gredient in the cost of production, must 
fall? That they have been artificially 
maintained in a few industries, and the 
hourly rate even increased, has been at 
the expense of the many who were not 
so favored, and a factor in_ the 
hindrance to increased construction 
activities. 

Soon after the conclusion of the 
World War, the people of the United 
States, in common with those of most 
other countries, acted on the mistaken 
belief that they had been greatly en- 
riched instead of being sadly im- 
poverished by this terrible event. From 
this dream they were rudely awakened, 
and the collapse of 1929 followed. 

But the lesson had not been taken to 
heart. After 1929 came the long and 
serious depression. Again, like the 
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war, it has resulted in great impoverish- 
ment, calling for the exercise of the 
most rigid economy. In figures pres- 
ently to be shown, it will be seen that 
precisely the opposite policy has been 
followed. We have increased our an- 
nual budget to figures never equaled in 
time of peace. We have, without in- 
terruption, incurred annual deficits of 
startling proportions, and piled up a 
volume of public debt so stupendous as 
to have lost its meaning. Nor is the end 
yet. We are to have more deficits, 
added spending, and a further increase 
of the public debt. 

Here are the figures showing the 
expenditures and the annual deficits for 


each of the fiscal years, beginning with 
1931: 


Year End 

June 30 
Expenditures 
$4,901,598,000 

We os inane 4,947,776,000 
4,325,149,000 
6,370,947,000 
7,583,433,000 
9,068,885,000 
8,546,379,000 
7,691,287,108 

ene 9,250,000,000 


Deficit 
$ 901,959,000 
2,942,051,000 
2,245,452,000 
3,255,393,000 
3,782,966,000 
4,952,928,000 
3,252,539,000 
1,449,625,000 
3,580,000,000 


Or, in the ten years, an aggregate 
deficit of $26,122,913,000. 

. And yet, at the end of June 30, 1938, 

the banks of the United States held 
debts of the United States Government 
and its agencies aggregating some $16,- 
774,000,000, and some of the banks 
today have as high as 30 per cent. of 
their investments in these inflated 
securities. 

Our long-term debt (not merely the 
Federal debt) is rising to a proportion 
to the national wealth that must be a 
source of serious concern. According 
to an analysis of the Alexander Hamil- 
ton Institute, it now amounts to 43.4 per 
cent of the national wealth, compared 
to 20.7 per cent prior to the World 
War. (The figures for 1912.) 

In the face of this situation, surely 
the banks of the country cannot be in- 
different to a policy of an easy increase 
in the Federal debt, aided and abetted 
by themselves. For, without the con- 
nivance of the banks, the policy of easy 
borrowing by the Federal Treasury, in 


the face of mounting expenditures and 
deficits, could not have continued with- 
out interruption. 

This should be a matter of serious 
concern to the banks, as it certainly is 
to their depositors and to the entire 
population of the United States. 

We shall be told that, had the banks 
not connived at this situation, the alter- 
native would have been fiat money. But 
this is not the case. The alternative was 
a sound public economy, a_ prudent 
fiscal policy by the Treasury. 

Public expenditure has been so lib- 
eral, even reckless, that it is idle to 
contend that this requirement has been 
met, or even seriously considered. 
Spend, more and more, has been the 
rule. 

Surely, we have already reached the 
point where a halt must be made be- 
fore it is too late. 

In the eleven fiscal years 1920 to 
1930, inclusive, there was a reduction 
of $9,226,726,120 in the gross Federal 
debt. According to Professor Edward 
Raguel Van Sant, (Johns Hopkins Uni- 
versity Studies in Historical and Politi- 
cal Science), it is considered as “en- 
tirely possible” that Secretary Mellon’s 
zeal for economy in public expenditure 
and for a rapid extinction of the debt 
represent a carrying over into govern- 
mental financing of policies which he 
had found eminently successful in the 
management of his personal finances. 

Although our situation now is quite 
unlike that of the period 1920-1930, 
there still exists the wisdom of applying 
to Government finances, to the extent 
possible, the principles that have been 
found eminently successful in the man- 
agement of personal finances. 

In a study on “How To Balance the 
Federal Budget,” made by the National 
Economy League, it is shown that we 
are now spending each year one and 
one-quarter billion dollars for major 
public works, compared with an annual 
outlay of two hundred millions in the 
nine pre-deficit years. And it is said 
that “relief costs have not increased 
primarily because of increases in relief 
rolls, but because of the adoption of 
costly forms of work relief.” And these 
“costly forms of work-relief” are being 
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supported as a means of recovery, with 
little to justify this support. 

It is because bankers, concerned as 
they sincerely are for the protection of 
their depositors, are so vitally inter- 
ested in this subject that so much space 
has been given to its discussion. 

The question at once arises, “What 
can the banks do about it?” They can 
insist more vigorously than they have 
heretofore done, that greater economy 
be practiced in Federal expenditures. 
They can indicate, in no uncertain 
terms, that they are tired of being 
loaded with governmental obligations 
whose market price does not represent 
the Government’s credit position, and 
that they expect the authorities to show 
a disposition to limit relief works to 
sound projects, and to discontinue out- 
lays that have too many earmarks of 
political expediency. 

Bankers may well bear in mind what 
the United States Supreme Court said 


in its decision on the gold clause in 
United States bonds, that to say that 
Congress could repeal this obligation 
was equivalent to saying that it could 
repudiate the bonds, further declaring 
that the repeal of the gold clause was 
beyond the constitutional power of Con- 
gress. But that power has been exer- 
cised nevertheless. 

It is because Washington seems so 
unconcerned about the results of liberal 
spending and heavy recurring deficits, 
and utterly indifferent about bringing 
expenditures measurably in harmony 
with income, that the bankers, having 
a vital interest in this matter, must give 
it renewed and forceful attention. 
There is not much dependable hope in 
the position of those politically opposed 
to the present Administration. They 
talk economy, and vote for increased 
subsidies. The matter is far above par- 
tisan politics. It concerns American 
patriotism and honor. 


XPERIENCE leads me to believe that many of 
the people who are most anxious to borrow 


money and who make the most noise about it, 

and who, if they are not satisfied at their own 

banks, are most likely to make vigorous appeals to 

Congress and other agencies of Government, are 

people who are visionary and impractical or inex- 

perienced. 

It is no favor to a large number of these people 
to loan money freely to those who are unbusiness- 
By like, for the result is simply to get them in debt up 
to their necks, and they are never able to get out. 
They simply add to the long list of business failures 

H. and personal bankruptcies. 

PERKINS Every business man knows his toughest com- 
petition comes from an incompetent rival who does 
not know his costs. Subsidizing that kind of com- 
petition makes things harder for the business man 
who is doing a good job. 

The best favor you can do both to the borrower 
and the business community is. to compel the 
would-be borrower to submit his case to a thor- 
oughly experienced lending officer who is trained 
in these matters, and who has the judgment to make 
loans in relation to the capacity of the borrower 
to repay the loan. The idea that the way to pros- 
perity is to make it easy for people to get into debt 
does not stand the test of experience. 


Visionary 
Borrowers 


JAMES 


THE BANKERS MAGAZINE for August, 1989 





— © 


a5 ae0< Ow 


aa< 


Unele Sam -- 


Banker Without Risk 





By A. L. LatHrop 


Vice-President, 
Union Bank & Trust Company, Los Angeles 


UT of grave national crises, recur- 

ring since the fall of 1929, another 

banking system has developed in 
America, composed of credit lending 
agencies, wholly or partially operated 
by the Federal Government, and ex- 
clusively under its direction. Collec- 
tively they are referred to as “Govern- 
ment Lending Agencies.” 

The total capital invested in these 
governmental lending agencies through 
the contribution of cash and the issu- 
ance of bonds, notes and obligations 
carried by the Government, amounts to 
nearly $7,000,000,000, and these agen- 
cies have made loans totaling over 
$15,000,000,000. 

In large part, this capital and these 
loans were made possible because the 
banks of this country have invested over 
$20,000,000,000 in bonds and notes of 
the United States Government. 

In effect, the Government makes 
forced loans from the banks, because 
the banks, with their huge holdings of 
Government bonds, cannot refrain from 
taking the successive offerings. The 
Government thus becomes the greatest 
borrower of all time, and then it lends 
these borrowed funds at artificially low 
rates, to those who would otherwise 
be direct borrowers from the banks, as 
well as to some who, having no credit 
standing would find great difficulty in 
borrowing anything at all from banks. 

That the capital invested by the Gov- 
ernment in lending agencies in direct 
competition with the private banking 
system of this country is greatly in ex- 


A. L, LATHROP 


cess of the total capital invested in the 
private system, and that the amount of 
loans extended through these agencies 
in direct competition with the lending 
activities of the private banks, largely 
exceeds the total loans in the portfolio 
of all private banks, is a startling and 
alarming condition. 


Should Government Continue? 


In other words, by direct and aggres- 
sive competition these Federal lending 
agencies since 1933 have developed an 
aggregate of loans outstanding greater 
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*‘By direct and aggressive competition, Federal lending agencies since 
1933 have developed an aggregate of loans outstanding greater than that of 


the private banking system of the nation. 


In the field of agriculture the 


figure is twice the amount of all the loans of the State and National banks 
in the United States,’’ says Mr. Lathrop in this article, which formed a 
portion of his recent address before the Washington Bankers Association 


convention. 


than that of the private banking sys- 
tem of the nation. 

In the field of agriculture the figure 
is twice the amount of all the loans of 
the State and National banks in the 
United States. 

I think we will agree that many of 
these governmental lending agencies in 
times of stress and emergency rendered 
valuable emergency aid and made 
available for emergency purposes, a 
form of credit not permissible or prac- 
ticable for private banks to extend, but 
instead of subsiding with the passing 
of the emergency, these agencies have 
since become firmly and widely estab- 
lished. They solicit and advertise for 
business and at rates which private 


banks, which must make a profit to 


survive, cannot meet. Apparently, it 
has become the settled policy of the 
Federal Government to stay in the 
banking business in competition with 
the private banks and to enlarge its 
field of operations. 

Private banks cannot exist if oper- 
ated continuously at a loss. The Gov- 
ernment banks can operate without re- 
gard to defieits, because they are sub- 
sidized through the power to levy taxes. 
Truly, the power to tax is the power to 
destroy the private banking business 
of this nation. 


Reconstruction Finance Corporation 


The largest of these Government 
lending agencies which compete so ag- 
gressively with private banking is the 
Reconstruction Finance Corporation— 
the greatest banking institution in his- 
tory. In its inception it provided emer- 
gency relief which, in a large measure, 
alleviated the difficulties of financial 


100 


institutions and depositors during the 
critical period from 1932 to 1935. 
This corporation, in the emergency 
days of 1933, played an important pari 
in saving the credit structure of the 
nation from disaster in what was ¢ 
supreme period of emergency. In othe: 
words, the Government stepped in and 
protected its citizens, its credit struc 
tures, in a time of emergency, whicli 
is the duty of the Government. At the 
present time it is true that it is making 
few loans, although it is contended that 
it is necessary for the corporation to 
make loans to business enterprises be- 
cause banks do not adequately take 
care of the credit needs of their cus- 
tomers. How silly that statement sounds 
to a group of bankers who are out on 
the highways and byways beating the 
bushes for eligible and proper loans, 
loans in which they feel justified in 
putting the money of their depositors. 
We know that this is only a political 
phase of the situation. We know -that 
banks are seeking good loans and are 
ready, able and anxious to make all 
proper loans to their customers. This 
excuse for continuing the RFC doesn’t 
stand the test of unbiased inquiry. 


Home Owners Loan Corporation 


The Home Owners Loan Corporation, 
another huge Government lending 
agency, did bring emergency relief to 
real estate borrowers as well as to 
lenders quite successfully, and on a very 
large scale, during a period of grave 
emergency. 

It is true that there were a fair pro- 
portion of cases where the Govern- 
ment’s generosity was abused by bor- 
rowers. This corporation is not mak- 
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ing loans any longer, and is liquidating 
its holdings, and it is to be hoped that 
Congress will be able to withstand the 
clamor of borrowers and demagogues 
for lower interest rates on loans of the 
Corporation, and that it will continue 
and complete its liquidation as rapidly 
as possible consistent with good busi- 
ness methods. 

In addition to these two great gov- 
ernmental banking institutions there are 
thirty-six other major credit agencies 
now operating under direct Government 
control, and all becoming day by day 
more firmly intrenched as a part of the 
business structure of this nation. I 
don’t need to enumerate those. You 
are all familiar with them. 

In an ever-increasing degree, Gov- 
ernment competition is a present-day 
definite threat to the business of pri- 
vate banking, especially in the country 
districts. The Farm Credit Adminis- 
tration is exploring every possibility 
for the development of banking busi- 
ness with farmers in its appeals to 
them to utilize the various types of 
credit furnished by that organization 
and their principal appeal has been 
based on lower costs. 

These -lower costs, however, are 
achieved at the expense of the taxpay- 
ers. The Federal Farm Loan act pro- 
vides that regardless of the rates of 
interest stipulated in the mortgages, the 
interest rate payable by borrowers on 
loans held by the Federal Land banks, 
or made through National Farm Loan 
associations, may not exceed 314 per 
cent and 4 per cent, and further legis- 
lation provides that these Federal 
banks shall be reimbursed for the loss 
of interest between the rates provided 
in the mortgages and these reduced 
rates, out of the Treasury of the United 
States. The total appropriations for 


this purpose in 1938 amounted to 
nearly $40,000,000, and they have been 
running at this rate more or less for 
five or six years. 


No private bank can possibly meet 
such outrageous competition. Such a 
subsidy ignores any return on the in- 
vestment and the accepted principles 
of efficient operation and management, 
and may I say that, notwithstanding 
these subsidies from the United States. 
Treasury, the Federal Land _ banks: 
have, during a substantial part of their 
history, operated at a loss. 


Federal Payroll Increases 


Many other lines of business than 
the banking business are being invaded 
by the Federal Government. Whether 
we like it or not, the Government, in 
a tremendous way, is in business in 
seemingly permanent competition with 
its citizens, notwithstanding that by far 
the greater part of the business enter- 
prises of the Government were entered 
into as emergency measures to give re- 
lief in national distress or crisis, and 
were to function only until private busi- 
ness could assume the load. 


Apparently, it has become a natural 
process that every emergency measure 
shall become permanent, and such per- 
manency is urged, encouraged and ac- 
tively assisted by the rapidly growing 
horde of employees, politicians, Gov- 
ernment officers, and individuals who 
directly or indirectly benefit from the 
perpetuation of the Government i in pri- 
vate business. 


Federal Government employees in 
civil departments number close to 
1,000,000 people—an increase of sev- 
eral hundred thousand since March 4, 
1933. 


Business men believe that the Gov- 


‘‘This is a challenge to American bankers, and unless it is met they 
may as well face the participation of Government in the banking business 
as a permanent feature of our economic structure, and contemplate with 
what placidity they can the gradual elimination of the American system of 
chartered banks as it now exists in this country.’’ 
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ernment should get out of business. 
Under the American system of private 
initiative the Government should func- 
tion only to preserve: opportunity for 
individual enterprise by protecting life, 
property, peace and liberty. 

e American system never contem- 
plated that the Government itself should 
permanently engage in business in com- 
petition with its citizens. Now, with 
the emergencies rapidly receding into 
the past, American business finds itself 
confronted with the present-day com- 
petition of its Government, becoming 
each day more firmly established on 
what appears to be a basis of perma- 
nency. 


A Challenge to Banks 


The bankers have had some comfort 
from statements by the President of the 
United States, by the chairman of the 
Reconstruction Finance Corporation, 
and by the chairman of the Board of 
Governors of the Federal Reserve Sys- 
tem, that the Government is in the bank- 
ing business until the bankers them- 
selves make it possible for the Govern- 
ment to get out of the banking business 
by supplying credit needs at interest 
rates and on terms which, in the judg- 
ment of the Government, are fair. That 
is a difficult challenge, but it is, of 
course, a challenge to American bank- 
ers, and unless it is met they may as 
well face the participation of Govern- 
ment in the banking business as a per- 
manent feature of our economic struc- 
ture, and contemplate with that placid- 
ity they can the gradual elimination of 
the American system of chartered banks 
as it now exists in this country. 

These are not academic questions— 
a practical situation is upon us. Many 
people believe the Government should 
expand its activities in the competitive 
business field. Many officials of Gov- 
‘ernment openly advocate it. It is an 
admitted objective on the part of many 
in authority. It is discussed and it is 
in fact the socialization of business. 

_ If this philosophy is to be frustrated, 
if any semblance of an emergency char- 
acter, with respect to these vast Gov- 
ernment business operations, is to be 
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maintained, the business men and bank- 
ers of America must get onto a basis of 
positive action, straight thinking and 
real courage. 

They must insist that this Govern- 
ment competition shall cease, they must 
insist that the Government agencies, 
while they continue to operate in com- 
petition with business and banks, shall 
do so on an equal basis, without sub- 
sidies taken from the general taxpayers 
to make good losses incurred in giving 
concessions to their customers. 

Private business could compete very 
comfortably if the Government would 
make good to it from the public treas- 
ury losses resulting from generous dis- 
counts and allowances _ gratuitously 
made to customers, and this is just what 
the Government is doing for its own 
business agencies operating in direct 
competition with private enterprise. 

Thus we have “Uncle Sam, Banker 
of the Nation” without risk, and you 
and I and the other taxpayers of this 
nation absorb his losses. If he loses 
in direct competition with private busi- 
ness, he calls upon private business to 
make good, and private business has 
no choice but to provide funds with 
which this colossus of competitors car- 
ries on his career of competition with 
the very source from which he derives 
his capital and which makes good his 


losses. 
© 


UNIFORM SERVICE CHARGE 


For many years there has been critic- 
ism, among companies doing business 
on a nation-wide basis and maintaining 
balances in banks throughout the coun- 
try, of the lack of uniformity in respect 
to the methods used in analyzing ac- 
counts. Business men, of course, real- 
ize that costs and charges necessarily 
vary from one locality to another be- 
cause of local conditions affecting 
operating expenses, but nevertheless 
they feel that through this diversity 
of costs there should run a uniformity 
of method in arriving at the principles 
under which they are applied to a cus- 
tomer’s account. — Commercial Bank 
Management Booklet No. 23, American 
Bankers Association. 
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As YOU READ OUR 
Statement of Condition, you who 
are our correspondents, remember 
that your funds are here reflected 
in our funds. Your statement is a 
part of our statement. 


In our daily contacts we are ever 
mindful of the fact that the. service 
you render us is as important and 
useful as the service we render 
you. 


Mutual confidence and coopera- 
tion are the basis of sound public 
and private relationships. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$41,000,000 


Member of Federal Deposit Insurance Corporation 
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PRIVATE PLACEMENT OF 
SECURITIES 


By Gusriep FreunD and Epwarp 
SCHEIDER 


HE practice by large borrowers 
Ta selling their securities directly 

to large banks or institutions such 
as life insurance companies, without 
public offering, is by no means a new 
phase of investment banking. During 
the pre-war period, prior to the phe- 
nomenal growth and development of 
the American capital market, it was 
not unusual for a corporation to sell 
large issues via the private route. The 
rapid increase in the amount of pri- 
vate placements since 1933, however, 
along with the material decline which 
has taken place in the volume of capi- 
tal issues, has caused considerable com- 
ment and speculation in investment 
banking circles. 

Investors have only recently become 
aware of this grave situation, and many 
do not yet realize the seriousness of the 
problem confronting lenders of long- 
term capital throughout the country. 
The greatest percentage of institu- 
tional investors, banks, and small in- 
vestors are outside New York City, and 
they are not in a position to buy choice 
new security issues which are being 
placed directly with large institutions. 


The authors—both members 
of the Research Department of 
the Institute of International 
Finance—discuss the reasons for 
the rapid increase in the amount 
of private placement of securi- 
ties since 1933, and analyze the 
advantages, disadvantages, and 
possible effects of this trend. 


Investment bankers in the New York 
area also have cause to worry, gince 
they are entirely eliminated from #uch 
a transaction except where a comitnis- 
sion may be earned for acting as an 
intermediary in the negotiation. The 
major portion of private purchases has 
been carried out by about a dozeh or 
so of the large life insurance tom- 
panies and a lesser number of com- 
mercial banks. 


Private Sale Increase 


The argument is frequently advanced 
that private placements constitute only 
a small amount of the total corporate 
bonds issued, and, therefore, too much 
emphasis is placed upon their impor- 
tance. Also, it is claimed that with a 
revival of activity in the capital finan- 
cing market, and a _ corresponding 
increase in the number of new security 
issues, the anxiety over private place- 
ments will end. It must be realized, 
however, that there is no sign of a re- 
vival in the capital market in the near 
future, and one should quickly dis- 
pense with the idea that private sales 
constitute a small percentage of the 
total financing being carried on at the 
present time. A few statistics (see ac- 
companying table) will readily dispel 
any doubt which may exist as to the 
role of private sales in the investment 
banking field. 

Already for the first five months of 
this year, private placements -have to- 
taled approximately $222,342,000. Pri- 
vate sales play a prominent part in 
relation to total financing, and _inas- 
much as there appears to be nothing 
in the immediate outlook, outside of 
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Growth of Private Sales in Relation to Total Corporate Bonds Issued 
(in thousands of dollars) 


Total 
18,478.5 
456,493.1 
2,116,597.8 
4,064,04.1.6 
1,583,556.7 


legislative action, to warrant a change 
in trend, one may expect an increase 
in the number of such transactions. 


Reasons for Private Sale 


A multitude of reasons have been ad- 
vanced for the growth in this type of 
security transaction, and also for the 
benefits that may be derived by the 
issuer from such action. It is of the 
utmost importance that each of these 
so-called advantages be carefully ana- 
lyzed, since private placements work 
essentially to the buyer’s benefit, the 
purchaser getting most of the saving 
involved. 

It is claimed that one of the major 
factors accounting for the growth of 
private security offerings is the Fed- 
eral Securities Act of 1933. This act 
provided for the registration of, securi- 
ties issued by all except governments 
and railroad borrowers, but exempted 
“transactions by an issuer not involv- 
ing public offering.” Up to the pres- 
ent time, the SEC has not yet clarified 
the definition of a public offering, and 
private sales come under this exemp- 
tion since they are considered as non- 
public issues. It is another section of 
the act, however, which tends to stimu- 
late private placements. The provi- 
sions of the act are vague as to the 
liabilities of the directors and officers 
of the issuing company with regard to 
the information contained in the regis- 
tration statement, and, rather than in- 
cur any liability, corporations have at- 
tempted to dispose of their securities 
without registering them. Private 
placings, however, do not fully relieve 
officers of a corporation from certain 
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Private 
Sales 
None 
14,650.0 
222,852.3 
335,846.0 
358,645.8 
650,000.0. 


Percent of 


liabilities. One source states that offi- 
cers who make representations to in- 
surance companies, for example re- 
garding the sale of securities, may be 
held liable under state or common law. 


Buyers’ Initiative 


Another more valid reason explain- 
ing the growth in private sales in re- 
cent years has been the increasing 
importance of institutional investors in 
the market for high-grade bonds. The 
huge excess reserves of the commercial 
banks, and the large cash holdings 
of the insurance companies have cre- 
ated an urgent desire on the part of 
these investors to find satisfactory se- 
curities. This factor, coupled with the 
scarcity of supply of such bonds in the 
capital market, has tended to force the 
institutional investors to take the initi- 
ative in buying securities, and has re- 
sulted in the origination of private 
deals with corporations. This abnor- 
mal situation will tend to adjust itself 
as soon as there is a material revival 
in the capital market, since the in- 
creased volume of new securities will 
be able to satisfy the needs of this 
class of investors. 

The argument is often advanced that 
private placings reduce costs, since the 
heavy expenses involved in registering 
and marketing an issue can be avoided. 
The saving in expenses (advertising, 
underwriting fees and commissions, 
printing and distribution of securities, 
etc.) is purely fictional, since, in most 
cases the private buyer is well informed 
of such costs, and therefore, in sub- 
mitting a bid for the whole issue, takes 
such saving into account. Thus, in 
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this instance it is the buyer and not the 
issuer who benefits. It should be noted, 
however, that in some cases sellers of 
a private issue agree to register the 
security at some future date if the buyer 
so desires. 

Another claim advanced is that pri- 
vate sales are beneficial because issu- 
ing companies are not required to pre- 
sent information to the public or the 
SEC on the subject of sales, salaries, 
and other information considered to be 
confidential. It should be realized, how- 
ever, that corporations which are in a 
position to issue securities through the 
private route, and those that have al- 
ready done so, are of such standing 
that full facts are available to the pub- 
lic through sources other than the regis- 
tration statement. 


Advantages and Disadvantages 


There are some definite advantages, 
however, which may be gained through 
private placements. There may be sav- 
ings in time, since there is greater speed 
in issuance. This arises out of the fact 
that the twenty-day waiting period is 
dispensed with. Also, in some cases, 
there is the avoidance of full public 
disclosure. On the other hand, the dis- 
advantages of private placements seem 
to outweigh the benefits. As was indi- 
cated above, many of the so-called ben- 
efits are imaginary, and where some 
advantages are derived, these fall 
mainly on the buyer. The disadvan- 
tages fall on both the purchaser and 
the issuer. One great disadvantage is 
that the private sale of the security of 
a company does not create an open 
market for the bond of that issuing 
company. In all probability, this coun- 
try will experience numerous periods 


of financial chaos in the future, and it 
is likely to be a serious matter to the 
borrower if his securities are held by 
one or, at the most, a few individuals. 
In private placements the issuer is en- 
tirely dependent upon the buyer. If 
need for refunding arises, or if a de- 
fault occurs, the decision of one or a 
few security holders determines the 
final outcome. It may also prove to 
be a grave matter for the institutional 
investors who will find that a large 
percentage of their assets are frozen 
in securities which are not traded in 
the normal investment channels. 


Public Sale Benefits 


Another bad feature of this form of 
financing is that private placements do 
not familiarize the public with the se- 
curities of the corporation. Public 
sale, in most instances, affords a bet- 
ter market for future issues of a com- 
pany since investors are aware of the 
financing activities of such firms. Fa- 
miliarity of the public with a corpora- 
tion’s securities is of great benefit when 
additional financing is contemplated. 

Another important disadvantage which 
arises in connection with private sales 
is that the issuing company is unable 
to repurchase bonds for the sinking 
fund during a period of lower bond 
prices. One may safely assume that a 
small group of private buyers, with a 
limited market for such bonds, would 
not sell their securities for less than 
the call price. Since bonds, at the 
present time, are quoted at record 
highs, it is fair to assume that there is 
a likelihood of lower prices in the fu- 
ture. The issuer, therefore, can gain 
more through the public sale of his 
securities, since the bonds will be traded 


‘‘In private placements the issuer is entirely dependent upon the buyer. 
If need for refunding arises, or if a default occurs, the decision of one or a 
few security holders determines the final outcome. 


*‘It may also prove to be a grave matter for the institutional investors 


who will find that a large percentage of their assets are frozen in securities 
which are not traded in the normal investment channels.’’ 
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Dank of America 


NATIONAL fiv;nea ASSOCIATION 
CALIFORNIA’S ONLY STATEWIDE BANK 


Condensed Statement of Condition 
June 30, 1939 
RESOURCES 
Cash in Vault and in 
Federal Reserve Bank. . . . $ 157.749,988.83 
70,158,283.11 
Securities of the United States 
Government and Federal Agencies . 398,637,286.14 
State, County and Municipal Bonds . . 126,805,996.64 
Other Bonds and Securities 37.696.730.97 
Stock in Federal Reserve Bank 2.760,000.00 
Loans and Discounts 695,102,388.44 
Accrued Interest and Accounts Receivable 6.151,784.66 
Bank Premises, Furniture, Fixtures and 
Safe Deposit Vaults 34,636,313.32 
Other Real EstateOwned .... 5.708,000.21 
Customers’ Liability on Account of 
Letters of Credit, Acceptances and 
13,629,996.48 
787,491.29 


TOTAL RESOURCES) $$ 1,549,824,260.09 


LIABILITIES 

Capital . $ 50,000,000.00 
es 3 sa at oe ae eS eS ee 43,000,000.00 
Undivided Profits 24,370,689.81 
Reserve 1,803,387.51 
Reserve for Interest, Taxes, Etc. . 596,478.01 
Reserve for Interest Received in Advance ° 7,397,591.81 
Liability for Letters of Credit and as 

Acceptor, Endorser or Maker on 

Acceptances and Foreign Bills . . . 14,349,314.64 


DEPOSITS: 
Demand $ 600,790,189.32 
Savings 
and Time 807,516,608.99 1,408,306,798.31 


TOTAL LIABILITIES — $ 1,549,824,260.09 


This statement includes the figures of the London, England, 
banking office: 12 Nicholas Lane, E.C. 4. 


MAIN OFFICES IN TWO RESERVE CITIES OF CALIFORNIA 
SAN FRANCISCO LOS ANGELES 


495 Branches Serving All California 
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‘‘There are very few benefits to be derived from private placements on 
the part of borrowers, and although buyers do gain from such practices, 
serious consequences may befall them in a future period of financial un- 


certainty. 


‘If this procedure continues, and it will do so if the capital market fails 
to revive, one ‘may expect the investment banking machinery of the country 
to become stagnant over a period of years. This will have an adverse effect 
upon the ability of small borrowers to market their securities, and will cut 
off small investors throughout the United States from access to the security 


market.’’ 


in actively on the open market, afford- 
ing a better opportunity to repurchase 
such securities at a lower price. 

One can readily see, therefore, that 
there are very few benefits to be de- 
rived from private placements on the 
part of borrowers, and although buy- 
ers do gain from such practices, seri- 
ous consequences may befall them in 
a future period of financial uncertainty. 
If this procedure continues, and it will 
do so if the capital market fails to re- 
vive, one may expect the investment 
banking machinery of this country to 
become stagnant over a period of years. 
This will have an adverse effect upon 
the ability of small borrowers to mar- 
ket their securities, and will cut off 


small investors throughout the United 
States from access to the security mar- 
ket. No substantial revival can be 
hoped for in view of the present pessi- 
mistic outlook for business activity, al- 
though a war or the creation of an in- 
flation psychology, which will tend to 
stimulate industrial production and ex- 
pansion, may result in a material in- 
crease in the volume of new capital 
issues, and bring to an end the prob- 
lem of private placements. If a large 
portion of new offerings, however, con- 
tinues to go through the private route, 
it remains to be seen what action, if 
any, the Securities and Exchange Com- 
mission will take to correct this abnor- 
mal situation. 


SERVICE CHARGE REVENUE 


THE average annual income from serv- 
ice charges has been estimated to range 
from $4,000 to $6,000 per million 
dollars of checking accounts; in some 
instances the annual service charge in- 
come has run up to $12,000 per million. 

In one western state an anlysis cov- 
ering 355 banks reveals that service 
charges in those banks in 1937 ac- 
counted for 40 per cent of the net earn- 
ings. The service charge income of 
all. banks in the state was 6.3 per cent 
on the capital stock and 414 per cent 
on the total capital, and yet 13 per cent 
of the banks in that state made no 
service charge and 61 per cent made 
what the state banking officials con- 
sidered inadequate charges. 

In a recent survey which it was my 
privilege to make of 170 banks in a 
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number of states, I found that the bank 
reporting the highest earnings on its 
capital from service charges reported 
20.98 per cent. In that same bank, if 
the income from exchange charges was 
included, total income from service 
charges amounted to 30.9 per cent on 
the capital. 

A certain bank with $1,000,000 in 
deposits is earning approximately 
$7,500 a year on service charges; an- 
other bank 10 per cent: on its invested 
capital; a small bank with $75,000 
deposits earns $600 annually; one with 
$225,000 in deposits earns $2,400 
yearly; and a bank with $150,000 capi- 
tal is earning at the rate of $14,000 
annually.—Herbert V. Prochnow, as- 
sistant vice-president, First National 
Bank, Chicago. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, June 30, 1939 


RESOURCES 
Cas aND Due From BanKS ......... . . . $1,208,137,695.47 
BuLLION ABROAD AND IN TRANSIT .........- 6,841,148.65 


U. §S. GoveRNMENT OBLIGATIONS, DIRECT AND 
GUARANTEED . . . we ee ee + ee BS ORESG29 


STATE AND ny Scien Se ee ee ee 117,595 ,990.20 
StocK oF FepERAL REservE BANK .......... 6,016,200.00 
Orner SECURITIES... . twee wo « = SSeS 
Loans, DiscouNTs AND eet Senn. is ae arg §75,427,173.17 
es heros a, ose ow eee ee 33,857,363 .26 
Creme eee, Te cw ww 8,391,925.40 
MortcacGegs .. . ae eae a ae eee 10,643 ,688.51 
CusTOMERS’ hemamnaits Lesenary ee ee ee ee ae 16,956,091.56 
III sa, hee ay Se wake OR, caw gre pa ee 8,874,680.74 


$2,983,435,321.10 


LIABILITIES 
CariraL Funps: 


Carprraz, Srock .-. ... «+ « « « §800,27G00000 
SurPLus. . se oe s ew e s)|6O IR CRO 
UNDIVIDED a eg ee oe a 30,819,439.57 


$ 231,359,439.57 
Drvwwenp PayaBLeE AucusT 1,1939 . . ....... 5,180,000.00 


Musekve woR CONTINGENCIES .. . . 2. © i se sw & 16,030,956.02 
RESERVE FOR TAXES, INTEREST, ETC.. . . . . . 2. 2 2,037,784.60 
po ae ee eee eres 
ACCEPTANCES OUTSTANDING . . . : Oe ete oe 18,446,987 .22 
LiaBILity AS ENDORSER ON Sinise AND Seen BILLs 6,838,784.97 
ee Cc as cw OS BR Sa ceeR es we aes 7,055,015.07 


$2,983 435,321.10 
United States Government and other securities carried at $95,776,758.60 are pledged to secure 
public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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PERSONAL LOAN EXPENSE 
FACTORS 


By Otto C. Lorenz 


HE work of an instalment finance 

or personal loan department in 
your bank is roughly divided into 
two parts: acquisition and collection. 
And these two kinds of work lie at 
the back of two indispensable controls 
which you must constantly watch on 
the dash board of your accounting 
records. In the acquisition end are 
the receptionists, the credit investiga- 
tors and the authorizers. Advertising 
and the cost of credit clearance serv- 
ices also belong to acquisition expense. 
Collection costs include the salaries 
of cashiers, bookkeepers, tellers and 
collectors. Postage, telephone, office 
supplies and legal expenses for the 
most part also fall into collection ex- 
pense. These expenses vary from com- 
pany to company, from bank to bank, 


OTTO C. LORENZ 


and from territory to territory depend- 
ing on the character and the volume 
of business done and upon expenses 
such as the cost of money which vary 
as time goes on. 

In this business as perhaps in no 
other business it is necessary to make 
accurate analyses of these costs. The 
length of time which the paper runs, 
the varying costs over that period and 
the narrowing margin of profit due to 
increasingly competitive conditions call 
for budget work and cost definition of 
the highest order. All the expense fac- 
tors for your bank must be considered, 
correctly weighed and projected into 
future. 


Cost Examples 


Take, for example, a personal loan 
operation which recently was brought 


to our attention. We found that it was 
costing $3.87 to put a personal loan on 
their books. Their discount for a $50 
loan payable in six equal monthly 
instalments was $1.50—1, of 1 per cent 
per month on the original unpaid bal- 
ance. Right off the bat we can see that 
they lose $2.37 on every one of these 
$50 deals before they even start col- 
lecting the instalments. 

But it costs something to collect the 
instalments. Suppose that the collec- 
tion cost were as low as 20 cents per 
instalment. It would cost $1.20 to col- 
lect the $50 due the bank and that runs 
the loss on each of these transactions 
up to $3.57, before we even consider 
general overhead expenses and the cost 
of money. Far from being profitable 
your borrower is getting a free ride 
from you that is costing you over 12 
per cent per annum! 
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*‘Knowledge of your true cost of doing business is of the utmost impor- 
tance for one reason if for no other: The public has a notion that all rates 
charged for instalment or personal loan transactions are too high. As a 
result of that notion, legislation may press the ceiling for rates down to a 
point where neither you nor anybody else can operate profitably,’’ warns 
Mr. Lorenz in this article which formed a portion of his recent address before 


the Bankers Association for Consumer Credit. 


Mr. Lorenz is well known 


as an author, management engineer, and consumer credit authority. 


But now let’s take a high balance 
long term deal—a $500 loan payable 
in equal monthly instalments. Here 
our discount amounts to $30—far more 
than necessary to cover the acquisition 
cost of $3.87 and the collection cost of 
$2.40 for the 12 instalments. The 
amounts over and above acquisition, 
collection and allocated general over- 
head and money costs on such deals 
as these help to make up the deficits 
on such deals as the $50 six month 
deal. 

Therefore, the question before you 
is: How much of your consumer credit 
business consists of deals like the $50 
six month variety where the discount 
is far from sufficient to cover expenses? 
Is there enough volume of the $500 
twelve month kind to make up for the 
deficits which develop from deals where 
the discount is too low to cover ex- 
penses? 


Three Important Controls 


Obviously there are three very im- 
portant controls you must have at hand 
in any instalment finance or personal 
loan operation. First of all, you must 
know what your volume of business 
looks like—you must know how much 
short term low balance business you 
are doing—how much high balance 
long term business. Second, you must 
know what it costs to put this business 
on your books—the acquisition cost 
per deal. And third, you must know 
what it will cost you to collect the 
instalments created by this volume of 
business—the collection cost per in- 
stalment. 

Classification of volume according 
to maturity and original unpaid bal- 


ance is therefore essential in order to 
arrive at a knowledge of costs which 
will be really helpful to you in decid- 
ing such questions as: 

Are your interest or discount rates 
high enough? 

Or can you reduce them? 

How much business in profitable 
deals must you create to cover the losses 
created by your unprofitable deals? 

Can you compete—at a profit—with 
others in the finance field? 

How much net yield can you realize 
after meeting competition? 


**Per Item’’ and ‘‘Per Dollar’’ 
Expenses 


There is another thing you must bear 
in mind with respect to expenses and 
that is that expenses connected with 
consumer credits have two characteris- 
tics: They are either “per item” ex- 
penses or “per dollar” expenses. 

The “acquisition cost per loan” and 
the “collection cost per instalment” 
have the characteristics of being “per 
item” expenses. But there are “per 
dollar” expenses which thread their 
way throughout the entire operation 
and are just as important as the “per 
item” expenses. 


To find out just what is happening in 
your consumer credit department and 
—Jjust as important—what is going to 
happen—one of your principal jobs is 
to line up the “per item” and the “per 
dollar” expenses. Under “per item” 
expenses will be found collection ex- 
penses, postage, stationery and office 
supplies, tabulating services, and the 
office and collection department sal- 
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BANKERS’ 
CONVENTIONS 


The Ambassador has been host 
(and a successful one) to many 
conventions and meetings of 
bankers. Combining perfect 
facilities with the services of an 
able, attentive convention staff, 
there is little wonder that the 
Ambassador is such a perennial 
favorite. Why not write to us 
now about your next meeting— 
no matter how large or small. 
Address William Hamilton, 
Managing Director, or H. E. 
Baggs, Convention Manager. 


The 
Ambassador 


IN ATLANTIC CITY 
WILLIAM HAMILTON 
Managing Director 


aries. The cost of fiduciary funds 
which you use in financing item sales 
or personal loans clearly belong to the 
“per dollar” expenses in which de- 
preciation on furniture and fixtures, 
taxes and fees are also to be found. 
Many expenses are somewhat inde- 
terminate in character and must be 
considered so until careful analysis es- 
tablishes the group to which they be- 
long. Among these expenses are 
executive and miscellaneous salaries, 
cost of carrying delinquencies, dues 
and _ subscriptions, insurance, legal, 
rent, light, heat and power, telegraph 
and telephone, travelling expenses, pro- 
vision for losses and other reserves. 
As to your “per dollar” expenses 
obviously the cost of the money you 
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use is a per dollar expense which varies 
in proportion to the amount of money 
involved. You who figure returns from 
your consumer credit business on the 
basis of gross yield calculations such 
as the research committee I already 
mentioned are assuming that all your 
expenses are “per dollar” expenses and 
are guilty of overlooking the fact that 
another group of expenses, the “per 
item” expenses, are equally important. 
In the long run one of these expense 
groups takes a larger bite out of the 
amount of interest you receive than the 
other and, in practice, it is necessary 
to determine the limiting values for 
these two groups mathematically. 

Knowledge of your true cost of doing 
business is of the utmost importance 
for one reason if for no other: The 
public has a notion that all rates 
charged for instalment or personal loan 
transactions are too high. As a result 
of that notion, legislation may press 
the ceiling for rates down to a point 
where neither you nor anybody else 
can operate profitably. 


© 


DEPOSIT INSURANCE LIMITA- 
TIONS 


It is a fact that we are less vulnerable 
today than we have been at any time 
within the past twenty years. There 
are many factors to account for this, 
one of which is deposit insurance, a 
confidence inspiring vehicle and - one 
that already possibly has saved us from 
a return of those conditions that we 
experienced prior to and during 1932, 
when deposits fled and hoarding 
thrived. 

But, as individual banks, upon what 
foundation are we to stand, except our 
own, if depositors elect to withdraw 
their funds in spite of deposit insur- 
ance? The Insurance Corporation 
covenants to insure your depositor— 
not the existence of our bank. The 
position of the corporation is that of 
a surety to be called upon in the event 
of your failure as a principal.—J. C. 
Minshull, Deputy Supervisor of Bank- 
ing, Olympia, Washington. 
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BANK CREDIT HINDRANCES 


By W. Warren Barsour 
United States Senator from New Jersey 


VERYONE knows that bank credit 
has practically dried up at a time 
when the banks are overflowing 

with funds, and that the business com- 
munity no longer is being served as it 
must be if the country is to go ahead. 
The average man of good character 
and business judgment who formerly 
could walk into a bank and borrow on 
sound security, personal standing, or 
to expand a growing business, cannot 
do this now, and has not been able to 
do it for several years. Thus we have 
proposals that the Government go into 
the banking business, to make small 
loans which the banks ought to be mak- 
ing, and which they would make if cir- 
cumstances were such as to permit it. 
What are these circumstances? Why 
are the banks refusing to make loans? 
What prevents them from doing so? 


Loan Preventives 


In studying this problem, I have 
talked with bankers, businessmen, bor- 
rowers, would-be borrowers, and some 
of the highest officials in the Federal 
Government. The explanation seems 
to be clear: 


1. There is conflict and confusion of 
counsel in connection with bank exami- 
nations by Government agencies. 

2. The absorption of Government 
securities by all banks—state and na- 
tional—has reached the point where 
the banks have become bond addicts. 
The addiction is so well established 
that the banks cannot quit. They 
must take heavier and heavier doses of 
Government bonds to keep going. The 
result is that private credit has dried 
up, and the banks have been all but 
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‘The absorption of Govern- 
ment securities by all banks— 
state and national—has reached 
the point where the banks have 
become bond addicts. The ad- 
diction is so well established 
that the banks cannot quit. 
They must take heavier and 
heavier doses of Government 
bonds to keep going. The re- 
sult is that private credit has 
dried up, and the banks have 
been all but ruined as lending 
agencies, except as they lend to 
the Government for public 


spending.’ 


ruined as lending agencies, except as 
they lend to the Government for public 
spending. 

What are the alternatives? 
mind there are only two: 

One of these alternatives is for the 
Government itself to go into the bank- 
ing business. In my judgment this 
would be dangerous. In the past it 
has been proved so. Our experience 
in mixing banking and politics has 
never been a happy one. It led to the 
historic war between President Jackson 
and the United States Bank, ending in 
the bank’s failure after the Government 
had withdrawn its deposits. More re- 
cently the Government has taken losses 
running into the billions in making 
commodity loans in the name of relief 
or farm aid—which is simply banking 
under another name. Also, as Presi- 
dent Benson of the American Bankers 
Association reminds us, there is no 
more direct way to capture control of 
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a country than through its credit 


system. 


Changes Needed 


As the other alternative, the Gov- 
ernment can live within its income, 
quit borrowing except to refinance ex- 
isting issues, and begin to pay its ‘debts. 
This would ease the pressure on the 
banks and release idle funds for use in 
local communities, or permit them to 
find their natural markets in response 
to the business demand. The Govern- 
ment can also simplify and unify its 
supervision of the banks, and adopt 
policies which again will allow bank- 
ers who know their people to make 
loans on something other than Govern- 
ment security. 

Banks must be more than depositories 
of idle funds. They are not organized 
simply to receive and safeguard depos- 
its, and should not be one-way finan- 
cial streets. Traffic in money must 
move both ways, and velocity must be 
added to volume if we are to clear the 
present congestion and restore the in- 
dispensable basis of all trade. As trade 
forms the fabric of civilization, social 
progress slowssand stops in proportion 
to the decline in business. 


Inflationary Danger 


There is another danger in the pres- 
ent situation also, no less acute be- 
cause it is invisible. This is the sub- 
stitution of bond inflation for old-time 
currency inflation. Instead of issuing 
“printing press money,” we _ issue 
“printing press bonds,” and supposedly 
secure the money with bonds which 


have precisely the same security back 
of them as “printing press money.” 
Even granting that a part of the pres- 
ent national debt is secured by gold 
and other sound assets, this is the road 
to inflation and eventual destruction of 
our economic and social system. 

I cannot agree either that there is 
no need for additional bank credit, or 
that new banking agencies are neces- 
sary. The machinery of credit is well 
organized, well protected except for 
Federal interference with its proper 
functions, and able to serve the coun- 
try adequately if released from the grip 
of its addiction to public lending, for 
which the Government itself is respon- 


sible. 


Ruined 
Market 


Government the Credit 


Everyone with whom I have talked 
who can be considered an authority on 
the subject admits that it is not the 
banks but the Government which has 
ruined the credit market. Having been 
forced to invest a disproportionate 
share of their funds in Government 
securities, the banks in self-defence 
must continue to support the market 
for Federal bonds for their own pro- 
tection. They are helpless, and under 
existing conditions cannot possibly re- 
sume their former function as _reser- 
voirs of credit from which funds can 
be obtained as needed to serve the 
needs of business. This condition can 
only grow worse unless the Govern- 
ment itself calls a halt on borrowing. 
And that necessarily calls for less 
spending. 


‘‘There is another danger in the present situation also, no less acute 


because it is invisible. 
time currency inflation. 


This is the substitution of bond inflation for old- 
Instead of issuing ‘‘printing press money,’’ we 


issue ‘‘printing press bonds,’’ and supposedly secure the money with bonds 
which have precisely the same security back of them as ‘‘printing press 


money.’’ 


Even granting that a part of the present national debt is secured 


by gold and other sound assets, this is the road to inflation and eventual 
destruction of our economic and social system.’’ 
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Interest Rate 


By G. ALLEN Huccins 


Assistant Treasurer, Strafford Savings 
Bank, Dover, N. H. 


HE advertised rate of 2.9 per cent 

for “baby bonds” sold through our 

post offices has proved to be an 
attractive form of competition to the 
savings banks. A number of bankers 
feel that, to meet this competition, it 
might be well for us to consider the 
value of a differential interest rate 
among our customers, giving prefer- 
ence to the systematic saver. 

A differential in interest rates can 
be accomplished in two ways: By an- 
nouncing different rates for different 
classes of accounts, or by installing 
service charges designed to penalize all 
but the systematic savers. The latter 
method has been the one chosen by the 
savings departments of commercial 
banks. In either case, to get a sound 
basis for the two rates of interest or 
to determine the proper service charges 
to apply, it is necessary to study the 
various banks, in terms of cost analy- 
sis of the various types of accounts. 

The men closest to the subject break 
down the total costs into four separate 
classifications—conversion costs, main- 
tenance costs, the costs of safety, and 
the item costs of the accounts them- 
selves. Much work has been done on 
the subject, and fairly close approxi- 
mations for the averages have been 
found in the savings departments of 
commercial banks. 


Conversion Costs 


The conversion cost represents that 
portion of the expense of operation 
used in the actual investment of funds. 
For the smaller banks, it consists of a 
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Differential 


In this article, which formed 
the basis of a recent address, Mr. 
Huggins discusses conversion, 
maintenance, safety, and item 
costs as they bear upon the prob- 
lem of a differential interest rate 
which would give preference to 
the systematic saver. 


large portion of the president’s or 
treasurer’s salary. Other charges in- 
clude financial services or the services 
of an investment counsel, commissions, 
financial publications, and the _ like. 
For our purpose, we might consider 
this conversion cost as a charge against 
income and subtract it before other 
operating expenses are considered. I 
say this because the widest variation in 
any of the classifications will be found 
in the conversion costs. The costs 
of handling a large block of Govern- 
ment bonds will be negligible in com- 
parison to the expense of operating an 
amortized mortgage department, and 
yet the net result, after conversion costs, 
shows about a two-to-one advantage in 
favor of the mortgage department. 


Maintenance Costs 


Maintenance costs might be consid- 
ered as the expense of being ready to 
serve customers. It goes on every day, 
no matter whether customers happen 
to come into the bank on a particular 
day or not. We must have offices in 
which to wait on our customers when 
they choose to come. A portion of an 
officer’s time is necessary for the man- 
agement of these offices. The build- 
ing, if owned, should be capitalized at 
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‘‘Item costs vary between ten cents per item and forty cents per item in 


a savings department. 


Most banks will find the cost between twenty-five 


cents and thirty cents per item. Perhaps this may seem high when compared 
with the costs of other items in a commercial bank. However, it must be 
remembered that in a savings department each item requires the individual 
attention of a teller at the time the customer chooses to transact the business. 
A teller will cost six cents a minute during banking hours.’’ 


a fair rate of interest. Depreciation 
costs must be considered. The build- 
ing has to be heated in winter. It 
must be kept clean. These mainte- 
nance costs will vary. The average 
appears to be between thirty cents and 
sixty cents a year per $1,000 of de- 
posit. 


Safety and Item Costs 


A certain portion of the bank’s assets 
must be kept in cash or on deposit in 
other banks for the immediate use of 
customers when they choose to with- 
draw. This means vaults, alarm sys- 
tems, holdup, and fidelity insurance 
premiums. These costs, plus the money 
in other banks capitalized at an aver- 
age rate; are considered the costs of 
safety. These costs amount to between 
seventy cents and ninety-five cents a 
year per $1,000 of deposits, almost 
twice the average cost of maintenance. 

Item costs vary between ten cents 
per item and forty cents per item in a 
savings department. Most banks will 
find the cost between twenty-five cents 
and thirty cents per item. Perhaps 
this may seem high when compared 
with the costs of other items in a com- 
mercial bank. However, it must be re- 
membered that in a savings department 
each item requires the individual at- 
tention of a teller at the time the cus- 
tomer chooses to transact the business. 
A teller will cost six cents a minute 
during banking hours. 

Now, how much more interest can 
we allow the systematic saver who 
makes no withdrawals than we allow 
for the ordinary account? 


Systematic Savers 


The maintenance costs are the same 
in both cases. He will have no with- 
drawals, but if he is a systematic saver 
he should have at least one deposit a 
month, or twelve a year. For my bank 
the average account has three transac- 
tions a year. The three include both 
deposits and withdrawals. In other 
words, the item cost for the systematic 
saver will really be four times that for 
the average customer. 


The systematic saver will help the 
bank in the costs of that classification 
called safety. We would not need cash 
or deposits in other banks for him. 
However, there will be the costs of pro- 
tecting the money he deposits until it 
has been invested. Nevertheless, let 
us assume that there is no cost of safety. 
What does that amount to in terms of 
an increase in his interest or dividend 
rate? Using the highest figure found 
in the savings department of any com- 
mercial bank, it would be ninety-five 
cents a year per $1,000 of deposit, 
less than one-tenth of 1 per cent. 
Would it really make any particular 
difference to him whether he received 
a 2 per cent dividend rate or a dividend 
rate of 2.1 per cent? 

During 1937 my bank opened ex- 
actly 1,200 new accounts. As of last 
week, 344 of these accounts had been 
closed out. Of these 344 closed out 
accounts, forty-eight were transfers; 
the money did not leave the bank. 

During 1938 we had approximately 
18,000 withdrawal items, sixty a day 
for 300 working days. 

Had we collected $1 for each ac- 
count closed out, and had we charged 


116 THE BANKERS MAGAZINE for August, 1939 





Cash on Hand and Due from Other 
Banks . d 


United States conse Oblignions, 
direct and/or fully guaranteed . 


Other Securities . 
Stock in Federal Reserve Bank. . . 
Loans: 


Loans and Discounts . 

Real Estate Mortgages 

Overdrafts .. . 
Real Estate (24 Branch Bank. Buildings) 
Accrued Income Receivable— Net 
Prepaid Expense 


Customers’ Liability pater a 
Acceptances and Letters of Credit 


TOTAL RESOURCES 


Deposits: 
Commercial, Bank and Savings 
U.S. Government ...... 1 
Treasurer, State of Michigan . 
Other Public Deposits 
Capital Account: 
Preferred Stock (380,000 Shares) 
Common Stock (750,000 Shares) 
REMI 0 Soret os a. og: wat 
Undivided Profits 
Reserve forRetirement of Preferred Stock 


Reserve for Common Stock Dividend 
No. 10 payable August 1, 1939 . 


Reserves 


Our Liability Account of Acceptances 
and Letters of Credit . 


TOTAL LIABILITIES . . 





4 





Member Federal Deposit Insurance Corporation 





RESOURCES 


. $ 56,477,375.05 
10,079,094.63 
; 10,258.89 


LIABILITIES 


. $384,984,506.99 


8,607,225.43 
7,956,313.20 


. _ 16,395,735.46 


9,500,000.00 
7,500,000.00 
8,000,000.00 


| 5,974,796.57 


- 


NATIONAL BANK 
OF DETROIT 


STATEMENT OF CONDITION, JUNE 30, 1939 


$188,001 ,405.58 


192,300,413.98 
11,317,660.53 
750,000.00 


66,566,728.57 
771,841.46 
1,104,087.44 
87,147.18 


1,695,529.70 
$462,594,81 4. A4 


$427,943,781.08 


30,974,796.57 
250,000.00 


375,000.00 
1,355,707.09 


1,695,529.70 
$462,594,814.44 


United States Government securities carried at $38,905,000.00 in the foregoing statement 
are pledged to secure public and trust deposits and for other purposes required by law. 
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thirty cents for each withdrawal, we 
would have increased our earnings by 
$5,744. This figure represents fifty- 
three thousandths of 1 per cent of our 
total deposits. 


Small Depositor Problem 


You notice that I have left out the 
amount of the saving which would re- 
sult did we not pay dividends on any 
account of less than $25. The total 
dividends paid on these accounts in 
our bank last year amounted to less 
than $800. In the charter of practi- 
cally every mutual savings bank can 
be found the paragraph, “for the pur- 
pose of promoting thrift.” Many of 
the mutual banks put a great deal of 
effort into their school savings depart- 
ment. The cost is considered advertis- 
ing expense. I know that I never could 
convince my trustees that there was 
not $800 worth of advertising in this 
consideration for the small depositors 
by paying dividends on accounts of 
less than $25. Incidentally, the figure 
represents but eight thousandths of 1 
per cent of our total deposits. 

Of course conditions among banks 
vary. Each bank contemplating pos- 
sible differential interest rates must 
figure it out for themselves. Perhaps 
my own case is exceptional. How- 
ever, it is not too difficult a task to 
figure it out for any institution. 

In the case studied, certainly no 
substantial differential could be justi- 
fied from the cost analysis point of 
view. Unless the differential were sub- 
stantial, it would hardly be of any par- 
ticular value in meeting competition. 
The problem has to result in the fact 
that we can’t pay dividends greater 
than our net earnings after adequate 
reserves have been established. 


Earnings Possibilities 

‘ Would it be possible to increase the 
net earnings on a portion of our assets 
representing long-term deposits? What 
class of legal investments offer the 
greatest yield? The answer, of course, 
is mortgage loans. Can new mortgage 
loans for the investment of special de- 
posits be obtained? Recent figures in- 
dicate that the percentage of deposits 
of the mutual savings banks invested 
in mortgages varies from 22 per cent 
in one state to 49 per cent in the high- 
est. It would hardly seem to be sound 
banking practice to take any portion 
of these percentages for the exclusive 
use of any special deposits. 


If it is not possible to increase the 
earnings for the deposits of the sys- 
tematic saver through greater invest- 
ment return, or by a substantial sav- 
ing in the costs of handling his busi- 
ness, the solution must come from other 
methods of attacking the problem. 


Clubs called “Buy Yourself $1,000” 
have been started in several banks. 
Savings bank life insurance has been 
adopted in New York as well as Massa- 
chusetts. Plans offering the divi- 
dends in the form of life insurance are 
now being tried in other states. No 
business is exempt from change. His- 
tory shows that interest rates cannot 
continue at a low point indefinitely. 
Perhaps our job is harder now. That 
should make it more interesting. Our 
record and history of over 100 years 
has proved the soundness of the idea 
of our banks, that the customer’s prin- 
cipal is safe and, most important, that 
it has always been available without 
penalty of either principal or interest 
rate. Competition has never inflicted 
a lasting wound on a sound idea. 


‘‘If it is not possible to increase the earnings for the deposits of the 
systematic saver through greater investment return or by a substantial saving 
in the costs of handling his business, the solution must come from other 
methods of attacking the problem. Clubs called ‘Buy Yourself $1,000’ have 
been started in several banks. Savings bank life insurance has been adopted 
in New York as well as Massachusetts. Plans offering the dividends in the 
form of life insurance are now being tried in other states.’’ 
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GOVERNMENT LENDING 
EXPERIENCE 


By Jesse H. Jones 
Chairman, 
Reconstruction Finance Corporation 


N considering new legislation for 

loans to business, we should recall 

something of the experience of 
Government lending in this field, and 
the reasons therefor. 

Because of the weakened condition 
of many businesses in 1933 and ’34, it 
was necessary that credit be made 
available to many of them, if they 
were to survive. We had improvised 
means to assist some of those in distress 
as early as October, 1933, by allow- 
ing a number of borrowers to organ- 
ize community mortgage companies 
through which to borrow, but this 
was not satisfactory. In June, 1934, 
Congress authorized the Federal Re- 
serve Banks to make direct loans to 
industrial and commercial businesses 
for working capital. The RFC was 
authorized at the same time to lend 
directly to business and industry, where 
credit was not available at banks, which 
would include Federal Reserve Banks. 

To enable and encourage the Fed- 
eral Reserve banks to make these loans, 
the Secretary of the Treasury was au- 
thorized to pay the banks an aggregate 
amount up to $139,299,556.99 as the 
loans were made, which was the amount 
of the capital stock of the Federal De- 
posit Insurance Corporation the banks 
had previously been required by con- 
gressional action to subscribe. 

Under the act a revolving fund loan 
of approximately $280,000,000 was au- 
thorized for the banks, this being the 
amount of the combined surpluses of 
all the Federal Reserve banks, includ- 
ing their investments in the capital 
stock of the FDIC. 

The law specified that industrial ad- 
visory committees, composed of men 
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*“‘Undoubtedly most banks 
want to lend; and are trying to 
lend. Many of them are will- 
ing to make loans: on different 
kinds of security, and for -much 
longer periods, than has been 
their custom or training, but 
they are frequently subject to 
outmoded, unintelligent, and of- 
ficious examiner criticism,’’ 
says Mr. Jones in this statement 
which was recently made before 
the Banking and Currency 
Committee of the Senate in its 
consideration of the Mead bill. 


engaged in industry, were to be set up 
in each Federal Reserve district, to rec- 
ommend the loans. 

The very small amount the Federal 
Reserve banks have loaned under this 
authority would indicate that there has 
been no great demand for working cap- 
ital by business and industry which has 
not been met. 


RFC Business Loans 


However, the RFC has approved busi- 
ness loans aggregating something over 
$510,000,000. Of this amount, $308,- 
000,000, including bank participations, 
has been approved since the President 
authorized us to resume lending Feb- 
ruary 18 of last year. 

After the Glass-Steagall bill became 
law in April, 1938, we had a flood of 
inquiries and requests for loans from 
people who had been led to believe 
by the publicity that the Glass-Steagall 
bill authorized us to lend a very large 
amount of money to little business, 
without regard to security. It was 
frequently carried in the press that we 
had been given $1,500,000,000 for this 
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‘“Much has been said about character loans, and I should like to add that 
most of our industrial loans are, in great measure, character loans. The 
security offered may be sufficient in quantity to meet the requirements of 
the law, but when an applicant presents a record showing continuous losses 
over a period of years, and right up to the time the loan is being consid- 
ered, it requires not only great sympathy with the applicant, and the pur- 
pose of the law, but great faith in American business for us to approve the 
loan. I am glad to say we have that faith in the future of our country.”’ 


purpose. Actually the Glass-Steagall 
bill made no reference to little busi- 
ness, nor did it increase our lending 
authority by a single penny. It gave 
us greater latitude as to how we could 
lend to business, and for what length 
of time, but retained the requirement 
that loans should be so secured as rea- 
sonably to assure their repayment. The 
bill reinstated our authority to make 
loans to public bodies, including loans 
for self-liquidating projects. Wehave 
authorized more than $150,000,000 in 
these loans since the bill was passed. 
All told, we have authorized $557,000,- 
000 in self-liquidating loans; $80,000,- 
000 of these were cancelled; $355,000,- 
000 has been disbursed, and $304,000,- 
000 of this amount sold at a premium 
of $17,444,000. We have bought $605,- 
000,000 self-liquidating loans from 
PWA, and have sold or collected $487,- 
000,000 of these at a premium of 
$13,422,000. 

The great majority of these inquiries 
and applications for business loans 
came from applicants with promotional 
ideas, with no successful record of a 
business experience, and little prospect 
of success or earnings. In most cases 
there was no economic justification for 
the loan sought, and which if made 
would only have had the effect of aid- 
ing one business at the expense of 
another. 

Sifting the applications to find those 
that can be approved is done with great 
pains and care, always in the hope of 
being able to make a loan that will en- 
courage employment and promote the 
economic stability of the country. 

After passage of the Glass-Steagall 
bill we reworked our plan for lending 
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in codperation with banks, the RFC and 
the bank sharing in the security and 
repayments in proportion to their re- 
spective participation in the loan. Par- 
ticipations that banks have taken in 
these loans range from 10 per cent to 
75 per cent of a loan. Where the 
bank takes as much as one-half of a 
loan for its own account but wishes to 
carry the entire loan, -we guarantee or 
insure the other for 1 per cent per 
annum on the’ amount guaranteed. 
Where the bank takes as much as’ 25 
per cent of a loan, but less than 50 
per cent, we charge 114 per cent per 
annum on the amount we insure. Where 
the participation is between 10 per 
cent and 25 per cent, our charge is 2 
per cent per annum. 

Banks have agreed to take participa- 
tions in more than 2,000 loans, their 
share aggregating $71,000,000. 

This arrangement gives the banks 
Government guaranteed loans, bearing 
from 3 per cent to 5 per cent interest, 
which the bank can cash at any time 
by calling upon the RFC, whether the 
loan is due or not, and should be suf- 
ficient inducement to secure their co- 
operation in making these loans, when 
there is a reasonable likelihood of the 
loan being repaid, particularly since 
the banks so sorely need to lend. 

In our effort to secure bank codper- 
ation in making these loans, we wrote 
every bank in the United States re- 
questing that they make a greater ef- 
fort at lending, and where they had an 
application for a loan which they felt 
they could not take any part of, we 
asked them to take the application and 
send it to our agency in their district. 
For the convenience of the banks, we 
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The 
EARNING POWER 


of 
BANKS 


One of the chief factors in a bank’s earning 
power today is the management of its invest- 
ment portfolio. With the decline in commercial 
loans that has taken place in the last decade, 
and the corresponding increase in investment 
holdings, the securities portfolio in many in- 
stances has become the major source of bank 
income. 

In the solution of their investment problems, 
numerous banks throughout the country are 
utilizing the comprehensive investment advi- 
sory service provided by Manufacturers Trust 
Company. This service takes the form of weekly 
and monthly reviews of the investment market, 
corporate analyses, detailed periodic analysis 
of individual bank portfolios on request, and 
advice on specific investment problems. 

Financial institutions throughout the United 
States are cordially invited to avail themselves 
of our broad facilities for investment advice. 


MANUFACTURERS TRUST 
COMPANY 


Investment Advisory Division 


55 BROAD STREET, NEW YORK 
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‘‘The great majority of these inquiries and applications for business loans 
came from applicants with promotional ideas, with no successful record of a 
business experience, and little prospect of success or earnings. In most cases 
there was no economic justification for the loan sought, and which if made 
would only have had the effect of aiding one business at the expense of 


another.’’ 


sent them copies of our application 
blanks and participation agreements. 
True, we have not had so great a re- 
sponse from the banks as we expected, 
but as the plan becomes better under- 
stood, their codperation is increasing. 

Undoubtedly most banks want to lend 
and are trying to lend. Many of them 
are willing to make loans on different 
kinds of security, and for much longer 
periods, than has been their custom or 
training, but they are frequently sub- 
ject to outmoded, unintelligent, and 
officious examiner criticism. You have 
insured the depositors against loss, and 
provided means of paying depositors 
where banks fail. If management is in- 
competent, stockholders can change it. 
We are now trying to get business 
started again. We are trying to get 
people to borrow money, and banks 
to lend ‘it. A little more co-operation 
from bank  supervisir~ authorities 
would help. 

Our participation arrangement for 
lending in codperation with banks is 
similar in effect to the provisions of 
the Mead bill, except that we require 
the bank to stand its pro rata share of 
the loss whether it be more or less 
than 10 per cent of the loan. 

Thirty-seven per cent of all our busi- 
ness loans have been for $5,000 or 
less, 71 per cent for $25,000 or less, 
83 per cent for $50,000 or less, and 91 
per cent for $100,000 or less. Our 
average loan to business has been $55,- 
000. We have never regarded a mil- 
lion-dollar loan a small loan, and have 
had very few applications of this size. 

Our interest rate to business gen- 
erally has been 5 per cent, but effec- 
tice April 1 of this year, we reduced 
most of their rates to 4 per cent, not- 
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withstanding the greater expense in 
making and administering this charac- 
ter of loan. 

In addition to the loans we have 
authorized directly and in codperation 
with banks, we have assisted a great 
many borrowers in getting credit, and 
in rearranging their indebtedness, with- 
out ourselves making the loan. We 
have been able to suggest to applicants 
changes in their debt situation, and in 
their operating methods, which enabled 
them to obtain credit locally. 

The directors and executive force of 
the RFC are most sympathetic to the 
problem of loans to distressed busi- 
ness. We live with it day and night, 
Sundays and holidays, and could not 
be otherwise. Any deserving borrower 
who can furnish security that will rea- 
sonably assure repayment of his loan 
can have a loan if he will apply to the 
RFC for it, and on very generous terms, 
provided the loan will serve a useful 
purpose and is consistent with the law. 

Much has been said about character 
loans, and I should like to add that 
most of our industrial loans are, in 
great measure, character loans. The 
security offered may be sufficient in 
quantity to meet the requirements of 
the law, but when an applicant pre- 
sents a record showing continuous 
losses over a period of years, and right 
up to the time the loan is being con- 
sidered, it requires not only great sym- 
pathy with the applicant, and the pur- 
pose of the law, but great faith in 
American business for us to approve 
the loan. I am glad to say we have 
that faith in the future of our country. 

Should Congress authorize us to make 
or insure loans on a different basis 
than we are now doing, we will admin- 
ister the law to the best of our ability. 
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Old Republic 
has pioneered in 
adapting Credit 
Life Insurance 
to banks with 
Personal Loan 
Departments. 


O. REPUBLIC has just brought out a 
unique brochure explaining its simple, practical plan of Credit Life In- 
surance as used by hundreds of commercial banks with Personal Loan 
Departments—banks of all sizes in all types of communities in 29 states 
from New York to California. The brochure also contains examples of 
the few simple forms that make the plan almost automatic in operation. 
A copy of this brochure will be sent to any bank-officer upon request. 
Address N. A. Nelson, Jr., General Manager, Old Republic Credit 
Life Insurance Company, 309 West Jackson Boulevard, Chicago, IIl. 
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SELLING PERSONAL LOANS 


By I. I. SpeRLinc 


Assistant Vice-President, The Cleveland 
Trust Company 


BVIOUSLY, sales promotion, like 

charity, should begin at home. 

And so the first step, upon estab- 
lishment of the Cleveland Trust Com- 
pany’s Personal Loan and Finance De- 
partment, was to build and train not 
only an efficient department for the 
direct handling of this business, but to 
educate in general terms our 1,800 em- 
ployees located in our forty-nine bank- 
ing offices throughout Greater Cleve- 
land. This was done pretty largely by 
our officers, branch managers and de- 
partment heads, and also by use of the 
company house organ, the Cleveland 
Trust Magazine, in which Mr. Cravens, 
the head of our Personal Loan and 
Finance Department, explained the pur- 
poses and functions of his division so 
that employees generally in their social 


I. I. SPERLING 


contacts could speak intelligently about 
the new service. 

The advertising took the form oi 
large space newspaper announcements, 
scaled down slightly later, to a con- 
tinuing program of advertisements not 
only in the general sections of the 
newspaper but classified advertisements 
as well; the classified ads appeared 
two and three times a week in eacl 
of the three local dailies. 

We also used the radio for spot an- 
nouncements between attractive pro- 
grams; the billboards, the car cards, 
folders in our own customers’ commer- 
cial statements and handed out by our 
savings tellers, as well as for general 
distribution by mail and on customers’ 
desks in the lobbies. We also used 
lobby and window posters in our main 
office and branches, as well as blotters. 
Special direct mailings to various 
groups were used, principally to school 
teachers. 


These were the obvious media which 
all bankers have used. We stressed the 
convenience of our forty-nine ,banking 
offices for making applicationseand re- 
paying loans, and we urged readers to 
“establish your credit at your bank.” 


Two Plans Publicized 


In all of this advertising and pub- 
licity (incidentally there were several 
news stories) our two plans were em- 
phasized separately. 

Under the Loan Plan the bank an- 
nounced, as most personal loan. banks 
do, that it will lend money to credit- 
worthy individuals with reasonably as- 
sured salaries, for the usual purposes 
of paying piled-up bills, medical, hos- 
pital and dental expenses, educational 
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expenses, and for home improvements, 
or for payment of goods and services 
previously consumed, including taxes, 
small capital requirements, and so on. 

The Purchase Plan, onthe other 


hand, distinctly emphasized that this’ 


service makes possible the buying of 
many kinds of merchandise, such as 
automobiles and household appliances, 
on a time-payment basis. 

Under the Purchase Plan -the bank 
finances goods which are to be con- 
sumed in the future and which are to 
be sold on a time or deferred payment 
basis. It emphasizes particularly that 
this purchase plan aims to keep such 
sales in dealer channels, a fact appre- 
ciated by the dealers. 

Not all of our advertising copy was 
hard-hitting “come-and-get-it” appeal. 
Some of it was in the nature of helpful 
suggestions. For example, our most 
recent one, entitled “Wise Borrowing 
Is a Form of Thrift,” and an earlier 
one called “Think—When You Bor- 
row.” 

In connection with our finance plan 
we have several men who are working 
with the various dealers; one man con- 
stantly contacts the automobile dealers, 
another man in the same field who has 
had a lot of experience as a sales ex- 
ecutive in the automobile business, of- 
fers sales help to the dealers; another 
man who is promoting FHA improve- 
ment loans, which are handled in the 
Personal Loan and Finance Depart- 
ment, contacts builders and others, in- 
cluding trade associations like the Elec- 
trical League, the department stores 
which sell household appliances, and 
so on. All the dealers have been sup- 
plied with showroom signs, and we 
have run special advertisements boost- 
ing the dealers. 

The bank keeps an accurate record 


on a punch-card tabulator of the sources 
of applications, both accepted and re- 
jected, the neighborhoods from which 
they come, and the classes of occupa- 
tions represented. This helps us select 
the advertising media. 

An early check of the effectiveness 
of the various media shows that the 
greatest number of applicants for loans 
say they were influenced by the news- 
paper announcements, both display and 
classified. The second most effective 
medium was word-of-mouth advertising 
and the third, radio.. 

A surprising number of applicants 
prove to be people who never bor- 
rowed before at any type of lending 
institution. Another development was 
the amount of news publicity accorded 
this bank’s announcement and_ the 
newspaper stories later in which other 
banks and loan companies reported in- 
creased business as a result of the gen- 
eral stimulus provided by this newest 
aggressive promotion of personal loans. 


Dealer Broadsides 


Emphasizing the dealer codperation 
phase of the Purchase Plan, special 
broadsides enclosing advertising proofs 
and operating forms were sent by 
Western Union messengers to all auto- 
mobile and appliance dealers in the 
territory in which The Cleveland Trust 
Company has banking offices. These 
broadsides pointed out that there is a 
very definite line of demarcation be- 
tween the loan service and the purchase 
service. The purchase service aims to 
coéperate with local community mer- 
chants and dealers, hence the loan 
plan is not intended to be used for the 
purchase of automobiles and home ap- 
pliances. It is the bank’s desire to 
accommodate the buying public in the 


‘‘An early check of the effectiveness of the various media shows that the 
greatest number of applicants for loans say they were influenced by the 
hewspaper announcements, both display and classified. The second most 
effective medium was word-of-mouth advertising, and the third radio,’’ 
reports Mr. Sperling in this article which formed the basis of his recent 
address before the Bankers Association for Consumer Credit conference. 
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buying of such goods through the pur- 
chase plan, thereby. keeping the busi- 
ness in dealer channels. 

The design of both the loan and 
purchase plans, as stated in the bank’s 
first advertisement, was to make these 
“facilities more complete and helpful 
than ever,” and available at low cost. 
In advising the public about the finan- 
cing of new and used cars, the pur- 
chase plan was briefly described as 
follows: 

“Buy any car you prefer from any 
dealer you select. Then ask him to 
finance it at low cost through Cleve- 
land’s own local bank purchase plan. 
Your money stays in Cleveland. This 
plan provides easy monthly payments 
at low cost. It assures you prompt, 
courteous service, including the con- 
venience of repaying the loan at any 
of the Cleveland Trust neighborhood 
banks.” Similar methods were urged 
for the purchase of home appliances. 

A note to dealers called their atten- 
tion to the fact that they are offered 
banking service and a financing service 
from one source. 

Moreover, in the broadside they were 
offered a new service for sales control 
and efficiency “never before available,” 
the trust company having arranged to 
“provide statistical data on your mar- 
ket, customer buying habits, and so 
on, on all types of time-payment 
buyers.” 


Further Dealer Co-operation 


Meetings with automobile dealers 
were held; they were provided with 
decalcomania signs reproducing the 
Purchase Plan emblem for showroom 
windows, and advertising was run by 
the bank, both display and classified, 
in the automobile sections of newspa- 
pers, stressing the great values now 


available to the public in new and used 
cars. A typical used car value was 
displayed on the bank’s main office 
display corner under auspices of the 
Cleveland Automotive Trade Associa- 
tion. 

Both the lending and financing plans 
are intended to help dealers to more 
and profitable business through com- 
plete codperation between the bank and 
the dealer. 

These were launched under the slo- 
gan, “Let’s make 1939 a Cleveland 
automobile year.” The “purchase plan” 
provides for the establishment of recip- 
rocal and codperative relations between 
the bank and approved dealers in au- 
tomobiles and household appliances, as 
well as a combination banking and 
finance company service by extending 
the bank’s accommodations to serve in- 
dividual and business needs. 

In announcing the purchase plan to 
dealers the bank extended its invita- 
tion as follows: “Please call on us 
when you have inquiries for our plan, 
and we in turn will direct all automo- 
bile purchase loan. applications back 
to the dealer designated.” The net of 
all this is that our monthly vol- 
ume has now reached approximately 
$1,000,000. 

We have learned several interesting 
things. We know that our own cus- 
tomers, most of whom never thought of 
borrowing anywhere before, proved to 
be a most fruitful source of loans when 
they knew they could borrow from 
“their bank.” Our competitors have 
told us that due to the stimulus of 
Cleveland Trust advertising and sell- 
ing they too have enjoyed an increase 
in business. We find that automobile 
and appliance dealers have also felt 
the benefits of our advertising. By 
the public we are told that we are 
rendering a much needed service. 


‘‘A surprising number of applicants proved to be people who never 


borrowed before at any type of lending institution. 


Another development 


was the amount of news publicity accorded this bank’s announcement, and 
the newspaper stories later in which other banks and loan companies reported 
increased business as a result of the general stimulus provided by this newest 
aggressive promotion of personal loans.’’ 
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SERVING THE IMPORTER 


By Henry 


N considering the foreign department 
of a bank, we are apt to think much 
more about the exporter and his 

problems than about the importer, The 
fact remains, however, that the importer 
is both a profitable customer of the 
bank and an important instrument in 
our national economy. 


It is axiomatic that nations buy where 
they sell, and it should be clear that 
without the continued effort of our 
American importers, our foreign sales 
would most certainly suffer. The im- 
porter’s vital place in our national 
economy is perhaps best appreciated 
when we realize that it is through him 
that we obtain such essential items as: 
rubber, long staple cotton, coffee, silk, 
sugar (raw), sisal, nitrate, iodine, pot- 
ash, camphor, etc. Thus, if banks are 
to provide really adequate and com- 
plete foreign department service, atten- 
tion must certainly be given to facilities 
for these men of commerce as well as 
for exporters. 


The prime assistance which can be 
offered an importer by his bank, of 
course, is to furnish him with a definite 
line of credit for his importations. This 
is a phase to be handled by the credit 
department of the bank, after a study 
of the operating statements over a 
period of years, and after consultation 
with the foreign department regarding 
probable future prospects for the im- 
porter. The foreign department can 
then be of direct and invaluable service 
in building up an importer’s credit rat- 
ing abroad by extending adequate trust 
receipt privileges for the importation of 
goods, and through the establishment of 
commercial letters of credit. 

Where the importer is dealing with a 
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F. KoLier 


Mr. Koller suggests numerous 
ways in which the foreign de- 
partment of a bank can increase 
its service to 
every case the suggested service 
is profitable to the bank, and 
provides a means of promoting 
better banker-customer relation- 
ships. 


importers. In 


new firm, sight credits are generally 
used. These give the importer the bene- 
fit of any cash discounts, and may be 
utilized for his basis of credit with his 
customers abroad. If the shipments are 
of sufficient size, the bank can under- 
take to refinance them on a 30-, 60-, or 
90-day basis, depending on the terms 
of the domestic sale. After the client’s 
responsibility is once established, or 
when the terms of the seller permit, 
time credits running from 30 to 120 
days sight may be opened. The bank 
may engage to accept or discount these 
drafts if the accompanying documents 
are found in order. 


Domestic Aids and Contacts 


For the further financing of an im- 
porter, trade acceptances of his domestic 
clients and accounts receivable may be 
taken and held as collateral to the trust 
receipt, or discounted, to provide him 
with additional funds. After importa- 
tion, commodity loans may be furnished 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 
McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 


Forty-Two Broadway, 


—based on merchandise in warehouse, 
for which bona fide non-negotiable 
warehouse receipts in the name of the 
bank are issued. In such cases, releases 
may be made as occasion arises, and 
the proceeds used to liquidate the 
original obligation. 

Where letters of credit arrangements 
have been established, it sometimes hap- 
pens that the documents do not arrive 
at the same time as the merchandise. 
Here the bank may issue a carrier guar- 
anty to the steamship company for the 
release of the merchandise, thus obviat- 
ing a fine which might otherwise be 
levied against the goods. This guaranty, 
of course, is cancelled upon arrival of 
the original papers. 

At times the bank can be of real as- 
sistance in securing outlets for the dis- 
posal of imported goods by consulting 
its files for the names of firms operating 
in the same line of business. And when 
new importers enter the field, the bank 
can assist them in making connections 
with various customs brokers who will 
handle the merchandise coming into the 
country. As a result of the bank’s 
recommendations (naturally selected 
from among its own customers), the 
brokers favored with the business will 
reciprocate when it is within their power 
to do so, often being the source of leads 
which the bank may follow up with 
profit. 


Foreign Contacts 


Finally, proper service to importers 
requires that the bank maintain foreign 
currency accounts abroad for the pay- 


New York City 


ment or acceptance of items drawn on 
it or its clients by foreign correspond- 
ents or firms. The bank must secure 
favorable rates for the handling of items 
routed through its correspondents for 
payment here, and establish numerous 
domestic contacts through which the 
drafts on its customers can be efficiently 
handled. As a corollary to all of this, 
it is necessary for the bank to have 
available authoritative reports of condi- 
tions abroad, credit ratings of foreign 
houses from which the importers buy 
their goods, and names and addresses 
of foreign firms through which various 
types of business may be most efficiently 
transacted. These are all helpful to the 
importer and, while he may not expect 
such service, he will most certainly ap- 
preciate it. 


Promoting Good Will 


These are all means of promoting 
better banker-customer relationships— 
not alone from the standpoint of the 
foreign department, but from that of 
the bank as a whole. In every case the 
transaction is a profitable one to the 
bank; and the customer, having once 
secured a line of credit and received 
such complete service, will- certainly 
continue to operate through the bank 
and recommend it to his friends and 
business contacts at every opportunity. 
The important thing, of course—after 
realizing the value of this business and 
deciding to- extend foreign department 
service to the importer—is to first make 
certain that all these necessary facil- 
ities are available for his use. 
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IN WASHINGTON 


By Our WasHINGTON CORRESPONDENT 


HE last half of this year will prob- 

ably be less tempestuous for bank- 

ers, at least for those who attempt 
to follow closely developments in the 
National Capital. Congress is bound to 
adjourn this mid-summer, executives of 
the various supervisory agencies taking 
deferred vacations. Politics will offer 
the opportunity to speculate and, if the 
news from across the two oceans is not 
bearish, the economists here expect a 
definite upswing in business. There ap- 
pears to be good prospects that this 
latter hope will become an actuality and 
banking can then report more hopefully 
to stockholders. 

While the broad picture has some 
bright spots, as viewed by responsible 
officials here, it is hardly safe or wise 
for the leaders in banking to be lulled 
into a false sense of security in so far 
as national programs and policies are 
concerned. Unfortunately, observers in 
Washington must be critical if they are 
to be truthful. This is not due to any 
fundamental dislike of present official- 
dom. On the contrary, the majority of 
them are niost likeable and disarming. 
But the Washington picture is colored 
by thoughts and opinions, ideas and 
plans which do not dovetail with the 
economic philosophy of banking. 

It is possible, of course, that the new 
“Messiahs” are right. The Washing- 
ton observer is not unappreciative of 
this possibility. He does consider it 
his duty, however, to approach the new 
plans and proposals from an objective 
standpoint even though such an ap- 
proach, and such a recording, brings 
charges of reactionism. 

Hence, it may be as well for thought- 
ful bankers to watch developments in 
Washington even after Congress ad- 
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_journs, weighing all stories with an 


open mind. Regardless of political 
parties in control, it is probable that the 
National Capital will continue to be a 
cauldron of ideas, schemes, programs— 
all of vital concern to the future of 


- banking. 


Congressional Studies 


Late summer and during the fall 
months there are scheduled two impor- 
tant studies. One has been indicated in 
these columns—money and _ banking. 
The other, more recently decided upon, 
concerns taxes. The triumverate is 
nearly all inclusive in a capitalistic 
economy. That banking will be in- 
volved, at least indirectly, in the study 
of taxes, is obvious. In addition, there 
are possible very direct involvements. 
Some programs being discussed would 
revive earlier taxes, such as a flat tax 
on checks. In addition, taxes on de- 
posits is a source now and then men- 
tioned. 


In the broad tax study, the position 
of Government bonds is to be high- 
lighted. The Ways and Means Commit- 
tee of the House formally decided to 
leave the subject of tax exempt secu- 
rities for this forthcoming study. Sec- 
retary Morgenthau expressed his regrets 
that definite action was not to be taken 
at this session. Under Secretary of the 
Treasury Hanes not only outlined the 
well known position of the Administra- 
tion that the income from all future 
government securities, Federal, state and 
municipal, be open to taxation, but he 
later offered a rebuttal to the arguments 
of such officials as New York’s Mayor 
LaGuardia and others. Mr. Hanes defi- 
nitely moved: the day a little closer for 
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reciprocal taxation of all government 
securities. 

Other broad tax possibilities include 
the growing acceptance of the LaFollette 
thesis that the income tax base should be 
lowered. A vote in the Senate recently 
indicated some willingness toward doing 
this. The minority party would be in 
favor, just to embarrass the majority; 
the latter are looking for new sources 
of income. The theorists of government 
hold that a national tax consciousness 
tends to make for better government. 


Loan Insurance - 


The early drive to enact legislation 
for more liberal credit through Govern- 
ment loan insurance, bogged down 
somewhat. The presentation of the 
bankers before the Senate Committee 
definitely aided in slowing up Senator 
Mead’s bill. Jesse Jones of the Recon- 
struction Finance Corporation, in his 
testimony, was frankly discouraging to 
the proponents of the bill. Not to be 
overlooked was the division between the 
groups of little business, some favoring 
and some opposing. The Administration 
forces appeared to forsake the bill, for 
the present at least, in favor of the cur- 
rent lending-spending omnibus meas- 
ure, now being featured in the news- 
papers. 

In his comments before the Senate 
Committee, the New York Senator made 
some observations which he indicated 
were “inspired.” And Senator Mead in 
the past has reflected the views of the 
more ultra-liberal economists of the 
Administration. He warned that unless 
easier credit was forthcoming to aid 
little business, the day was just ahead 
when intermediate credit banks would 
be established. He even suggested that 
if the RFC did not care to go along with 
his program, it might be just as well to 
let the Federal Devosit Insurance Cor- 
poration try it. The FDIC would set 
up a fund for the guarantee of loans 
having a ceiling of $25,000. A pre- 
mium would be charged, designed to 
cover losses. He failed to outline the 
plan further. 

In this connection, some of the plan- 
ners have said that it would be logical 
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to insure bank stockholders. This is 
predicated on the theory that such in- 
surance would tend to make for easier 
bank credit and less liquidity—that 
loaning officers would not be so hesitant 
about loans. This is not to say that 
such plans are to be proposed, although 
they have definitely been discussed. 
Rather are they pointers and indicators 
of an almost desperate desire to see 
business stimulated. 


FDIC Report 


The annual report of the Federal 
Deposit Insurance Corporation pro- 
vides stimulating reading for banking 
students. While its statistics are not 
current—hbeing as of the close of 1938 
—there are many paragraphs in the vol- 
ume which discuss policy. 

The Corporation shakes a warning 
finger in the direction of “problem 
banks,” which, it says, still exist. It 
outlines rules being followed in super- 
vision. It asks that bankers hold to “an 
exceptionally high plane of ethics and 
a high degree of disinterestedness” in 
extending credit. 

As did the Federal Reserve Board 
earlier in the year, the FDIC found that 
branch banking systems were steadily 
growing and unit banking decreasing. 
The growth, the statistics would seem 
to indicate, has been largely in the state 
chartered systems. 


Interbank Deposits 


There will undoubtedly be a number 
of banking bills left poised for passage 
when this Congress adjourns. Some 
may never reach a vote. While it is 
difficult to appraise legislation during 
the days when adjournment talk is in 
the air, it now seems likely that a bill 
by Senator Byrnes will long be dis- 
cussed, if not always openly. This is 
the so-called interbank deposits meas- 
ure. It would eliminate from FDIC 
assessments the deposits of one insured 
bank with another. Such aid as the 
bill would extend would go to the 
larger banks. The FDIC is, very ap- 
parently, not opposing the measure, 
which has already passed the Senate. 
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THE NATIONAL CITY BANK 
OF NEW YORK 
Head Office * 55 WALL STREET + New York 


Condensed Statement of Condition as of June 30, 1939 
_ INCLUDING DOMESTIC AND FOREIGN BRANCHES 


ASSETS 

Cash and Due from Banks and Bankers ' $ 824,543,860.39 
Gold Abroad or in Transit 1,732,922.74 
United States Government Obligations (Direct or Fully 

Guaranteed) 626,450,839.47 
Obligations of Other Federal Agencies 56,106,026.61 
State and Municipal Securities 80,524,734.46 
Other Securities 76,084,944.00 
Loans, Discounts and Bankers’ Acceptances 488,144,877.68 
Real Estate Loans and Securities 8,798,219.46 
Customers’ Liability for Acceptances 12,472,688.93 
Stock in Federal Reserve Bank 3,735,000.00 
Ownership of International Banking Corporation 

(Including Paris Office) 8,000,000.00 
Bank Premises 44,705,142.35 
Other Real Estate 656,100.68 
Other Assets 818,434.39 


$2,232,773,791.16 





$2,062,823,358.98 
Liability on Acceptances and Bills. ... $32,822,478.75 
Less: Own Acceptances in Portfolio.. 15,796,830.94 17,025,647.81 
Items in Transit with Branches 1,856,785.92 
Reserves for: 

Unearned Discount and Other Unearned Income... 4,000,616.11 
5,797,196.00 
3,100,000.00 

$77,500,000.00 
47,000,000.00 
13,670,186.34 138,170,186.34 


Figures of Foreign Branches are as of June 24, 1939. 
$57,860,537.72 of United States Government Obligations and $25,611,710.69 of other 
securities are deposited to secure $58,647,977.05 of Public and Trust Deposits and for 
other purposes required by law. 


(Member Federal Deposit Insurance Corporation) 
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On the other hand many of the medium 
sized and smaller banks are definitely 
opposed. From the mid-west come sug- 
gestions of bankers that if the FDIC 
is willing to grant this consideration 
to the big banks then it should elimi- 
nate from assessments deposits of pub- 
lic bodies. However, the Corporation 
is on record as opposed to. this view. 
Incidentally, Senator Byrnes’ bill has 
been pending for several sessions but 
he finally won a vote in the Senate even 
though the bill was never discussed by 
the Senate Banking Committee in pub- 
lic hearings. Just what influence Sen- 
ator Byrnes has with Representative 
Steagall, chairman of the House Bank- 
ing Committee, remains to be seen. 


Dr. Currie 


Personalities make news is one of 
those rules taught to newspaper re- 
porters. In this connection, the selec- 
tion of Dr. Lauchlin Currie as one of 
the President’s secretaries is probably 
especially significant. As a research 
assistant at the Federal Reserve Board. 
the former Harvard professor had much 
to do with aiding Chairman Marriner 
Eccles in his presentation of the 
theories of lending to restore prosperity. 
He is‘a brilliant student and a hard 
worker. The fact that he will be an 


idea man for President Roosevelt should, 
indicate that the White House is not 
going conservative in the near future. 


TNEC Reports 


For the long time view, the printed 
reports of the Temporary National Eco- 
nomic Committee are well worth pur- 
suing. These are to include, or have 
included: savings and investments, in- 
surance, patents, and other subjects dis- 
cussed during hearings. Whether the 
TNEC is liked or disliked, considerable 
effort went into its program and the 
testimony presented indicates certain 
rather definite trends. 


Proposals Pending 


At mid-month the actual date of Con- 
gressional adjournment is clouded. The 
President wants changes in neutrality 
legislation and his self-liquidating loan 
program made law. Both proposals 
have broad significance to banking. The 
neutrality changes sought would imple- 
ment the war industries to greater ac- 
tivity unless Europe shall discover some 
new sedative. The latter will certainly 
provide more Government paper for in- 
vestment. Banking is not to be allowed 
to forget Washington. 


FEDERAL LEGISLATION PENDING 


Branch Extension 


Bill introduced by Senator Gillette 
(Iowa) S: 2653. 

Provides for the elimination of “dis- 
crimination between member banks and 
nonmember banks in connection with 
the establishment of branches,” by 
amending subsections (c) and (d) of 
section 5155 of the Revised Statutes to 
read: 

“(c) A national banking association 
may, with the approval of the Comp- 
troller of the Currency, establish and 
operate new branches on the same terms 
and conditions and subject to the same 
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limitations and restrictions as are ap- 
plicable to the establishment and opera- 
tion of branches by banks organized 
under the laws of the state in which 
such national banking association is lo- 
cated, except that the approval of the 
Comptroller of the Currency shall be 
obtained in lieu of the state authorities. 

“(d) Before approving the establish- 
ment of any branch by a national bank- 
ing association, the Comptroller of the 
Currency shall give consideration to the 
financial history and condition of the 
bank, the adequacy of its capital struc- 
ture, its futute earnings prospects, the 
general character of its management, 
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Che 
Cleveland 
Crust Company 


Banking Offices located throughout Greater Cleveland and nearby 
CONDENSED STATEMENT OF CONDITION, JUNE 30, 1939 


ASSETS 

Cash on Hand and in Banks ...... . $ 114,866,079.58 
United States Government obligations, direct 

and guaranteed, less Amortization Reserve . 108,566,326.07 
State, Municipal and Other Bonds and Invest- 

ments, including Stock in Federal Reserve 

Wists, TORR REEVES: 5 x kw tS 13,350,878.59 
Loans, Discounts and Advances, less Reserves . 129,768,714.06 
Banking Premises (including investments and other 

assets indirectly representing bank premises) . . . 6,436,402.53 
Other Real Estate (including investments and other 

assets indirectly representing other real estate) Less 

MES aie ear ay ee: et ey ist oso 9,578,308.71 
ING. 6 eos oS ete SS eee Ss 2,088,644.34 
Customers’ Liability on Acceptances Executed 

by this Bank. ie i ae SEE tee 121,520.49 
- + §$ 384,776,874.37 


Total . 


LIABILITIES 
Capital Notes .. - $ 13,825,000.00 


ubordinated to Deposits and 

Other Liabilities) 
Capital Stock. . . . .. 13,800,000.00 
Surplus and Undivided Profits 4,966,166.78 
Reserve for Contingencies . 101,869.14 


Retirement Fund for Capital 
Notes and Accrued Interest 
to August 1,1939 ... 538,670.30 33,231,706.22 


DEPOSITS 
Demand. . . . « « « « $ 157,309,687.83 
ee 173,284,498.04 


Estates Trust Department 
(Preferred) ... . . 11,444,926.16 


Corporate Trust Department 
(Preferred) . . . . . ~ ____5$,885,221.46 347,924,333.49 
Accrued Taxes, Interest, etc. . .....-. 1,445,839.94 
Other Liabilities . . athe ee ae 2,053,474.23 
Acceptances Executed for Customers a 121,520.49 
Teed... . sey os « § 50677ERT457 


United States Government Obligations and other assets carried at $17,073,060.96 
are pledged to secure public funds and trust deposits and for other purposes as 
; required or permitted by law. 


MEMBER FEDERAL RESERVE SYSTEM 
Member Federal Deposit Insurance Corporation 
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and the convenience and needs of the 
community to be served by the proposed 
branch.” 


Branch Restrictions 


Bill introduced by Representative 
Patman (Texas) H. R. 6989. 

Provides for the restriction of “the 
establishment of branch offices by finan- 
cial institutions chartered or . insured 
under the laws of the United States,” 
as follows: 

“No financial institution chartered by 
or pursuant to any law enacted by Con- 


gress and no financial institution whose’ 
shares, accounts, investments, or de-~ 


posits are insured to any extent by the 
United States or any agency or instru- 
mentality thereof shall hereafter estab- 
lish any branch office: Provided, how- 
ever, That any state financial institution 
converting into a Federal financial in- 
stitution may continue to operate any 
branch office maintained by it prior to 
conversion: Provided further, That 
where a financial institution, existing at 
the date of enactment of this act, which 
is lawfully maintaining any branch 
office or branch offices existing at the 
date of enactment of this act shall re- 
organize or be reorganized, whether by 
incorporation of a new financial institu- 
tion or otherwise, or shall merge or 
consolidate with another financial in- 
stitution or financial institutions, the 
reorganized, merged, or consolidated 
financial institution may continue to 
maintain and operate such branches.” 

In this bill, the term “branch office” 
includes “any additional office, branch 
bank, branch agency, branch place of 
business, or any place for the making 
of loans, or any place for the paying 
in or taking out of money.” 


Monetary Policy Act of 1939 


Bill introduced by Senator Logan 
(Kentucky) S. 2606. 

Amending the Federal Reserve Act, 
“declaring a monetary policy; estab- 
lishing and instructing a monetary 
agency, and for other purposes,” this 
bill’s provisions include: Federal Gov- 
ernment ownership of the Federal Re- 
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serve banks and branches; membership 
in the Federal Reserve System of all 
insured banks; exclusive FDIC exami- 
nation of all member banks; FDIC in- 
surance of all member banks against 
dishonesty of officers and employes, 
and against robbery, and assessment of 
the cost against the member banks in 
proportion to their deposits; cessation 
of double liability of stockholders in 
member banks; the office of the Comp- 
troller of the Currency to become a sub- 
division of the Board of Governors of 
the Federal Reserve. 

Under this bill it would become “the 
monetary policy of the Congress of the 
United States to provide an adequate 
supply of money, without redundancy. 
to meet the needs of the country in 
achieving maximum consumption and 
production; to correct the present de- 
pression, and to prevent future depres- 
sions and future indefensible expansion 
of money for speculative purposes,” 
and would be the policy of Congress 
“to restore the index of the purchasing 
power of money to the standard estab- 
lished in 1926 by-the Department of 
Labor and to maintain that standard. 
subject to the future orders of the Con- 
gress.” The Board of Governors of the 
Federal Reserve would be charged 
“with the duty of carrying out this 
policy by the purchase and sale through 
the Federal Reserve bank of bonds and 
bankable assets, and through all other 
means at their disposal,” and would re- 
ceive the codperation of the Secretary 
of the Treasury. 

The paper currency of the United 
States would consist “of one form only, 
to be designated as ‘United States Cur- 
rency on the face of each note issued. 
Such currency shall be issued in the 
manner now provided by law for other 
issues in denominations similar to the 
present outstanding paper currency.” 
Other forms of currency would be re- 
called. 

All member banks would be required, 
within one year after passage of this 
act, “to keep with the Federal Reserve 
bank the amount of its demand deposits 
in cash or credit, or in the bonds or 
notes of the United States, or obliga- 
tions underwritten by the United States. 
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The Federal Reserve bank, on the re- 
quest of any member bank, shall buy 
such securities held by the member 
bank at the current market value, but 
not less than par, and give the member 
bank credit therefor. Any maturing 
obligations of the United States in notes 
or bonds shall be bought by the Fed- 
eral Reserve bank at par.” Member 
banks requiring assistance to comply 
with this provision would “have the 
right to hypothecate securities in sound 
bankable assets, with the right of sub- 
stitution, and hold the same in trust for 
the Federal Reserve bank until such 
member bank by the sale of additional 
stock can provide the capital necessary 
io meet the requirement regarding its 
reserves.” 

Member banks would be authorized 
“to make a reasonable charge for the 
keeping of accounts of depositors not 
exceeding $1 a month for such service, 
and a further charge of not exceeding 
10 cents a hundred dollars for checks 
paid by and through the member bank 
of deposit. Such member bank is au- 
thorized to act as an agent of a de- 
positor with his consent and approval, 
in making a loan on the depositor’s ac- 
count out of his demand deposit, and 
to make a reasonable charge therefor.” 

The board would be instructed to 
make a study of interest rates in “coun- 
tries engaged in competitive commerce 
and to advise the Congress of the United 
States with regard to the rate of interest 
which should be employed in the United 
States as a means of enabling American 
enterprises to compete successfully with 
foreign commerce.” 


© 


THE day is definitely past when the 
butcher, the baker, or the candlestick 
maker could open a bank and sit back 
to watch it run itself. Banks these days 
take a heap of running, and only the 
most capable and the most aggressive 
bankers can hope to see their institu- 
tions survive the combined pressure of 
competition, an enlightened public, 
Government supervision, and relentless 
economic forces.—Leo T. Crowley. 
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BANK 
ACCOUNTING 


AND 


AUDIT CONTROL 


By 
_ JAMES E. POTTS 


Auditor 
Tue First Nationat Bank oF Boston 
Boston, Mass. 


cd 


, BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with a typical 
statement of a large bank. This is 
broken down into a more detailed 
list of accounts and each account 
is then traced back to the trans- 
actions which gave rise to it. In 
so doing the accounting procedure 
involved is studied and also the 
audit control factors which may 
be applicable in each case: 

The book is profusely illustrated 
with various forms used for audit 
control. It should be of value 
not only to the student of bank 
accounting but to comptrollers, 
auditors and bank executives in 
general as well as to public account- 
ants and bank examiners. 


Price $4 delivered 


| BANKERS PUBLISHING CO. 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“Bank Accounting and Audit Control’’ by 
James E. Potts. At the end of 5 days I ] 
will either remit $4 or return the book. 


Address 
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ON THE WEST COAST 


By JoHN FaRNHAM 


CCORDING to the news out of 
Washington during the past few 
weeks, the West and the Far West 

are apparently having a considerably 
greater affect on American policy than 
would be expected of an area of the 
West’s economic importance. With the 
exception of California you could lose 
the aggregate populations of some ten 
Western States in New York City. In- 
cluding California the entire western 
population only equals about that of 
New York State. As to wealth, as an 
industrial society measures wealth, any 
one of a half dozen Eastern,States prob- 
ably top the entire West. 

Yet despite this relative Western 
insignificance, it appears certain that 
American foreign policy, at least in the 
near future, will have to accord with 
what the West wants. Similarly, thé 
national monetary policy is patently 
subject to a Western veto. The Admin- 
istration’s power over the stabilization 
fund and over the gold content of the 
dollar. was only won by “paying off’ 
the Western silver senators with a 
higher price for silver. 

The importance of this Western 
power is considerable in a period like 
the present, because it means that Na- 
tional policy is less likely to be shaped 
to fit the demands of the large Eastern 
industrial centers than to the needs and 
desires of the sage brush towns. What 
this may lead to in the way of banking 
policy is not at all clear. The West is 
inflationary, but it is not very fond of a 
managed currency. That is, it would 
prefer to inflate with silver and a rising 
gold price than through deficit financ- 
ing. At the same time it likes such New 
Deal innovations as the FHA and the 
FDIC, but stridently dislikes the con- 
trols implied by the same agencies. 
If current Western strength in the 


136 


United States Senate means what it 
seems to mean, a lot of funny things 
may happen in the next year or so. 


Government Credit Example 


Just how far, or rather how much 
will happen under any New Deal pro- 
gram to lend money to business is 
illustrated by the following true story: 

An owner of an inland waterways 
carrier on the West Coast applied for 
a loan under the Maritime Commission 
set-up. The application was returned 
with the request that an affidavit be 
furnished showing that the borrowing 
carrier was not owned by an alien. As 
the carrier in question was owned by 
a holding company operating and in- 
corporated under California laws, all 
of whose stockholders were California 
residents and American citizens, it was 
easy to execute the necessary papers to 
establish native ownership. This done 
the original application went back to 
the Government agency for the orig- 
inally applied for loan. 

Back it came again with the query as 
to whom, if anyone, the owning cor- 
poration owed money. The owning 
corporation, having a bank loan from 
a large California bank, reported this 
fact. Then came another query asking 
if three-quarters of the bank’s stock- 
holders were American citizens. The 
bank in question has thousands of stock- 
holders and reported that as it did not 
require a birth certificate or citizenship 
papers before accepting stock for trans- 
fer it could not swear one way or the 
other on any such question. Therefore 
the loan was never granted. 


Transamerica—SEC 


It is dangerous to make predictions, 
but. the Transamerica-SEC-Bank of 
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America affair seems to be about over 
with the SEC on the losing end. That 
everyone touched by this particular Ad- 
ministration move has been hurt is 
hardly subject to dispute, but on the 
whole the Administration has been hurt 
the most. It is being blamed by the 
tens of thousands of Transamerica 
stockholders for the recent cut in their 
dividend. It is being laughed at on “The 
Street,” which is always cruel when it 
thinks it has an opponent on the run 
and, more than all this, the country 
press, which shapes more opinion than 
any other medium, has been lashing 
out recently against “Administration 
tyranny.” 

Thus, said the San Bruno Union 
cecently: “The persistence and malignity 
with which the Securities Exchange 
Commission is pursuing the Gianninis, 
ind the patent unfairness of the whole 
procedure is beginning to get under our 
skin. . . . It is becoming increas- 
ingly apparent that the SEC is deliber- 
ately playing for the headlines. .. . 
It is an easy step from a swollen am- 
hitious, calculating bureaucracy to a 
tyranny... .” 


‘“Hot Money’’ 


Perhaps because they had read in this 
correspondence that many Western 
banks could lend more money if they 
had it to lend several Eastern institu- 
tions have been circularizing the West 
lately offering c/d money. To the 
knowledge of this reporter such offers 
have been generally turned down, even 
by banks which wanted money. Every 
banker ought to know why. New Jer- 
sey, Florida or New York funds haven’t 
the slightest business in California, 
Nevada or Oregon banks. Such money 
is so hot it’s blazing. At the first sign 
of trouble or a pick up in demand any- 
where it would be withdrawn. Thus 
the only way for a bank to handle it 
is to maintain a hundred per cent 
reserve back of it or match it with a 
corresponding maturity. In the first 
instance it isn’t worth anything, in the 
second it isn’t worth much. Thus, 
offers of such money have been de- 
clined, along with a lot of local money 
of the same sort. One banker for ex- 
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ample, with a full note case recently 
kicked out $100,000 of local time money, 
though he could well have used it, 
because, he explained, he wasn’t going 
to “fool around with firecrackers.” 


Service Charges 


Long the section with lowest service 
charges, California banks are getting 
ready to make some real charges. It 
looks from present tentative schedules, 
soon to be announced, as if all small 
accounts would be put upon short form 
analysis with base charges ranging at 
around four cents an item, both deposit 
and withdrawal. On analysis, the man 
with $100 of average balance writing 
20 checks a month will pay up to about 
$2.00 a month in charges. The cus- 
tomer writing 50 checks, and carrying 
a balance of anything under $500, will 
pay more for his bank account than he 
does for his gas and electric service if 
present plans go through. California, 
after experimenting with a low service 
charge base, apparently is going to try 


one of the highest. 


Lathrop Candidacy 


From reports reaching Coast bankers, 
A. L. Lathrop, vice-president of the 
Union Trust Company in Los Angeles 
seems to have become top candidate for 
the American Bankers Association 
second vice-presidency at the Seattle 
Convention. Pretty generally Coast 
bankers have gone to the front for him 
with their friends in other parts of the 
country, and though it is a little early 
yet to make a prediction, Mr. Lathrop’s 
chances at this writing are a good deal 
better than even. 


S. F. World’s Fair 


The San Francisco World’s Fair is 
beginning to show signs of getting into 
the black after a long and devious 
course through the red. Attendance 
figures were inordinately swollen about 
the time of the Fourth of July because 
practically the entire San Francisco 
police force was on duty following a 
rumor that an attempt was to be made 
to hold up the Bank of America’s branch 
on the Fair Island. But nothing hap- 
pened, as should have been expected. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Edited by KeitH F, Warren 


90 YEARS AGO 


The Bankers Magazine 


Avoiding the Heat 


The desire on the part of our citizens 
generally, to leave the city for a few 
weeks at this season of the year, seems 
by general consent to leave business 
and stocks as quiet as possible, and 
serves to repress all inclination to specu- 
late. The bulls and the bears hie to the 
shades of the Cattskill, West Point, 
Saratoga, Niagara, or to the more 
northern latitudes of Montreal and 
Champlain. The thermometer at 95 
drives the frequenters of Wall Street 
to the cool retreats so numerous and so 
refreshing at the north: Nearly all the 
speculators and dealers in the fancies, 
have drawn upon their reserve-fund, 
and hastened to spots where a blanket 


August, 1849 


is as indispensable at night as ice at 
this period in Wall Street during the 
day. 

Bank Robberies 


Bank officers must not feel too secure 
in their locks and bolts. One or two 
hours will sometimes enable an expe- 
rienced burglar to obtain access to a 
banking house, notwithstanding the 
apparent security in their locks and 
keys. The improvements in this article 
of manufacture have been so great of 
late years, that no losses have occurred 
where the best locks have been used. 
Too much caution cannot be observed 
in the construction of bank vaults, and 
in the selection of locks and in procur- 
ing faithful watchmen. 


50 YEARS AGO 


The Bankers Magazine 


Foreign Investments in U. S. 


(A leading article in this issue com- 
ments upon the growing practice of 
foreign investors in purchasing success- 
ful American industrial concerns for 
recapitalization. One is reminded of 
some of the stock-selling excesses of the 
late Nineteen Twenties. We quote:) 

“The prime motive for these pur- 
chases is the immediate profits accruing 
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August, 1889 

to the purchasers, as they purchase at 
one price and capitalize at another; and 
if successful at selling at the new price, 
the difference or advance is the imme- 
diate profit made by the purchaser. The 
profits accruing from the purchase of 
the breweries was certainly very large, 
and the field is a most tempting one 


for foreigners. It is said that many 
offers are made to them of properties 
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that are not among the best, but thus 
far they seem to have been shrewd in 
singling out only the best concerns for 
purchase. We suspect that this busi- 
ness, like every other, will degenerate, 
and when all the good concerns have 
been purchased that are purchasable, 
they will begin to buy those of less 
value, until there are no more innocent 
shareholders to victimize. This will be 
the fitting climax of a business which 
bears on its face so many marks of ex- 
cessive worldly wisdom.” 


Bankers Convention 


The next convention of the American 
Bankers Association will be held at 
Kansas City on the 25 and 26 of Sep- 


25 


The Bankers Magazine 


Seven Wise Men of Finance 


There never did exist on this earth, 
a body of men wise enough to deter- 
mine by any arbitrary rule how much 
currency is needed for the business of a 
great nation.—James A. Garfield. 


This is but a small part of the impos- 
sible task that will devolve upon the 
members of the new Federal Reserve 
Board. Assuming that the Senate will 
confirm the nominations made by the 
President, the board will be thus com- 
posed : 

Charles S. Hamlin, Boston (two 
years): Paul M. Warburg, New York 
(four years); Thomas D. Jones, Chi- 
cago (six years); W. P. G. Harding, 
Birmingham (eight years); A. C. 
Miller, San Francisco (ten years) ; Wil- 
liam G. McAdoo, Secretary of the 
Treasury, and John Skelton Williams, 
Comptroller of the Currency, members 
ex-officio. 

Allowing for all of the magic which 
from time immemorial has attached to 
the number seven, these gentlemen 
have undertaken a hard job. They 
will need all the support which the 
banks and the public can give. This 


tember. The Secretary of the Associa- 
tion, Mr. Greene, says that among the 
topics to be considered are: The pres- 
ent condition of the National banking 
system, the best methods to preserve 
it with or without circulation; the sur- 
plus revenue, and the reduction of the 
United States debt; the state banking 
systems of the country—should the tax 
repressing state bank circulation be re- 
pealed; a national clearing house; 
equalization of state and federal taxa- 
tion of banks and other corporations 
loaning money; the silver question; a 
national bankrupt law, etc. This con- 
vention ought to attract a large number 
of bankers, not more by the topics to 
be considered than by the place in 
which the convention is to be held. 


YEARS AGO 


August, 1914 


support should not be lacking, for it 
would be of vast benefit to banking, to 
general business, to everybody, could 
our banking and financial system be 
placed upon a solid and orderly basis. 

Grave misgivings exist in many 
minds as to the efficacy of the new 
law; but if given a fair trial, it can 
then be determined whether the law is 
practicable nor not—whether its de- 
fects, if there are any, can be cured by 
amendment, or whether the whole law 
will have to be repealed and a new 
measure devised. 

If the law proves the great success 
its friends hope for, why should every- 
body not be satisfied? 


Bank Mergers 


When a merger occurs, the depositor 
finds often that he has been shifted to 
another neighborhood, probably less 
convenient to him; he is also brought 
into a new environment — possibly 
gorgeously furnished banking rooms 
instead of the modest quarters where 
he had been in the habit of transacting 
his business and where he had come to 
feel thoroughly at home. 
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INVESTMENT 


and FINANCE 


Edited by OSCAR LASDON 


CAPITAL INVESTMENT 


FEW months ago, in the hearings 

before the Temporary National 

Economic Committee, an attempt 
was made to X-ray the American busi- 
ness and financial structure. In _ his 
opening remarks, Peter R. Nehemkis, 
Jr., special counsel to the Securities and 
Exchange Commission, called attention 
to the fact that the purpose of the hear- 
ings was to present a factual portrayal 
of certain important phases of our 
economy. According to Mr. Nehemkis, 
the TNEC proceedings represented an 
attempt to determine how we could 
make our economic machine function 
more efficiently; more specifically, how 
“idleness of men, money and machines” 
could be eliminated. Under his able 
direction, the testimony presented be- 
fore the committee tended to clarify 
some of the economic problems pres- 
ently troubling the nation. 

The proceedings aroused keen inter- 
est in financial circles. The testimony 
presented was followed closely, and 
subsequent comment led to the crystal- 
lization of the following conclusions: 

1. No high level of employment and 
income can be achieved without large 
outlays for plant and equipment. 

It was pointed out that the margin of 
income created by the capital goods in- 
dustries fills the gap between prosperity 
and depression. In this connection, it 
was observed that the average annual 
capital investment in this country dur- 
ing the period 1923-29 was about 
$18,C00,000,000 while national income, 
in 1929, approached a level of $80,000,- 
000,000. On the other hand, the decline 
in national income in subsequent years 
was paralleled by a concomitant de- 
crease in capital investment. Such out- 
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lays receded to $9,000,000,000 in 1931 
and $3,000,000,000 in 1932. 

2. Under prevailing conditions, pri- 
vate industry cannot-absorb the requisite 
amount of savings. 

A major portion of industry, it was 
explained, is largely self-financing and 
has small demand for outside funds. 
Furthermore, it is not apparent that 
the need for extensive accommodations 
will arise from new industrial develop- 
ments, 

Too great a proportion of the na- 
tional income, it was stated, is taking 
no part in the production of new wealth 
largely because of the financial self- 
sufficiency of large scale industry. For 
this reason, it was maintained, accumu- 
lated savings are not flowing into pro- 
ductive channels. 

3. Capital outlays under Government 
sponsorship or direction are necessary. 

A program of self-liquidating, non- 
competitive projects should be instituted 
under the auspices of the Federal Gov- 
ernment. In other words, the Govern- 
ment should take part in the investment 
process by mobilizing funds for the ex- 
tension of large credits. 

4. Expenditures for capital outlays 
should not be carried in the regular 
budget. 

Inclusion of these capital outlays in 
the regular budget gives rise to account- 
ing deficits which distort the true pic- 
ture of Federal finances. The self- 
liquidating program should be carried 
in a separate statement forming part of 
a “double-budget” system to be fol- 
lowed. 

Generally speaking, there is much 
logic and merit to the capital invest- 
ment program as it was outlined before 
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GENERAL 


is engaged primarily in facilitating 
wholesale distribution and retail 
sales of the following products of 
General Motors Corporation and 
its world-wide affiliates: CADILLAC, 
LA SALLE, BUICK, OLDSMOBILE, 
PONTIAC,CHEVROLET automobiles; 
FRIGIDAIRE appliances for refrig- 
eration and air conditioning; 
DELCO lighting, power 
and heating equip- 
ment; GMC trucks; 
BEDFORD, VAUX- 
HALL, OPEL, BLITZ— 


GENI 


MOTORS ACCEPTANCE 


WON RO} ee 


INSTALMENT 
PLAN 


CORPORATION 


foreign made automotive vehicles. 

The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise, capital employed 
being in excess of $80,000,000. 

In obtaining short term accom 
modation, GMAC issues one stan’ 
dard form of note. This obliga- 
tion it offers to banks 
and institutions, in 
convenient maturities 
- and denominations at 
current discount rates. 


These NOTES are available, in limited amounts, upon request. 
EXECUTIVE OFFICE NEW YORK ~ BRANCHES IN PRINCIPAL CITIES 


the TNEC. In those hearings, the im- 
pression was received that a_ self- 
liquidating project was one that would 
cover its own interest costs and would 
pay for itself through amortization. 
Stimulation of recovery would be at- 
tained through an indirect increase in 
the Government debt inasmuch as Fed- 
eral agencies would issue their own ob- 
ligations guaranteed by the Treasury. 
Under the plan as presented, the ulti- 
mate cost to the Government would 
be nil. 

But check the above with the latest 
legislative recommendation for a lend- 
ing program. Some of the proposed 
projects really represent outright grants 
of funds. But they are classified as 
self-liquidating because, under the latest 
definition of the term advanced by cer- 
tain spending “experts,” a self-liquidat- 
ing project is one which is indirectly 
productive of future national income or 
one that will be ultimately repaid 
through taxation. Thus, the successful 
operation of a meritorious program is 
being seriously jeopardized because 


THE’ BANKERS MAGAZINE for August, 1939 


common sense is being abandoned for 
artful sophistry. 


~~ 


TREASURY FINANCING 
THE fact that a Federal deficit of ap- 


-proximately $4,000,000,000 is expected 


for the current fiscal year does not 
necessarily indicate that the Treasury 
will be forced to seek a similar amouut 
of cash in the open market. Money 
market observers point out that substan- 
tial repayments are expected from the 
RFC and other administrative agencies. 
The Old Age Reserve Account and the 
Unemployment Trust Fund will again 
purchase large amounts of Treasury is- 
sues which will be offered privately, 
The sale of United States Savings Bonds 
to individual investors is also an im- 
portant factor for consideration. Dur- 
ing the past fiscal year, funds received 
from the sources mentioned aggregated 
almost $2,500,000,000. 

It should also be noted that the 
Treasury may seek to draw down its 
cash balances, which currently are at a 


141 





high figure. It has been estimated that 
over half a billion dollars could be 
obtained from this general fund. Thus, 
it is likely that less than one and one- 
half billion dollars of new cash money 
will be sought in the open market by 
the Treasury. And as excess reserves 
of commercial member banks are at a 
record level, it is improbable that the 
bond market will be affected unfavor- 
ably by Treasury operations. 


—_— 


BOND NOTES 


CoMMERCIAL bankers throughout the 
nation are continuing to devote increas- 
ing attention to bond portfolio prob- 
lems, as well as -collateral banking 
problems which arise from the opera- 
tion of bank bond accounts. In this 
connection, an address delivered by 
J. C. Minshull, Deputy Supervisor of 
Banking of the State of Washington, 
before the recent Washington Bankers 
Association Convention is of interest 
for the light it sheds on the subject. 

According to Mr. Minshull, “a sound 
examination policy for valuation of 
securities held by banks should: 


1—Discourage speculative in-and-out 
market trading. 

2—Encourage the purchase of only 
superior securities for investment pur- 
poses. 

3—Induce the write-down and grad- 
ual disposal of presently held securities 
of inferior grade. 

4—Encourage the use of profits from 
sales for the elimination of losses in the 
securities account and the establishment 
of adequate valuation allowances. 

5—Require an amortization program 
with respect to securities purchased at 
a premium. 

6—Establish a method of valuation 
that is equitable, regardless of market 
fluctuation. : 

“It has long been recognized,” con- 
tinued Mr. Minshull, “that a bond 
policy that places chief reliance upon 
market quotations is unsatisfactory and 
is not consistent with the attainment of 
the above objectives. 

“Speculative in-and-out trading in 
bonds has been encouraged in the past 
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through emphasis on market values. 
Banks holding high grade securities as 
investments have been penalized during 
periods of low market prices and by 
inference have been criticized for not 
having speculated on market swings. . . 

“Certain injustices have resulted be- 
cause bonds have been appraised in a 
different manner from loans. In time 
of low bond prices, banks with mediocre 
loan accounts have appeared in a more 
favorable light than banks holding large 
portfolios of high grade bonds. In times 
of high prices, banks with large securi- 
ties accounts have appeared in an 
unduly favorable light. . . . 

“A constructive examination of a 
bank portfolio should involve not 
simply an analysis’ of. the individual 
issues owned, but should contemplate 
a study of the whole in relation to the 
requirements and limitations of the in- 
dividual institution.” 


Solving the Problem 


Mr. Minshull pointed out that “we 
are probably beginners in our attempt 
to solve this problem. One method 
recently suggested, and which in some 
of its features is being carried out in 
other states, is the establishment of a 
bureau sponsored jointly by examina- 
tion departments, bankers’ associations, 
and business administration schools of 
universities, which would devote its 
entire attention to the analysis and ex- 
amination of securities, and the setting 
up of appropriate records and _ files. 
Examiners would merely submit lists 
to the bureau. Supplementing this, the 
banker would submit an analysis of his 
deposits over a period of years. Such 
an analysis would show distribution 
between time and demand, annual and 
cyclical variations in volume, distribu- 
tion in size of accounts, the type of 
business in the community, and other 
pertinent matters. The findings of the 
bureau would be incorporated as a part 
of examination reports and be sub- 
mitted to boards of directors. Members 
of the staff of such a bureau would have 
to be experts in analysis and also in- 


timate with the security requirements of 
banks.” 
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Now Ready 


BANKING LAW JOURNAL DIGEST 
New Fifth (1939) Edition 


Annual Cumulative Pocket Supplements 
Continually down to Date 


The New Fifth Edition of the Banking Law Journal 


Digest (first to be published since 1932) is now ready 
for delivery. 


The Fifth Edition of the Digest, a volume which 
has been familiar to bankers and banking attorneys for 
many years, contains digests of the decisions which 
have appeared in the monthly issues of the Banking 
Law Journal since the establishment of the Journal in 
1889 down to the beginning of the present year. 


These digests are grouped under 150 main headings 
arranged in alphabetical order——Acceptances, Accommo- 
dation Paper, Agents, Altered Paper, Assignments, 
Attachments, Banking, Bills, Bonds, etc. In all, 
there are some 10,000 digests of decisions involving 
questions of law of banking and negotiable instru- 
ments. 


More than two thousand important banking decisions 
have been made by the courts since the Fourth Edition 
appeared in 1932. These, of course, are included in 
the New Fifth Edition. 


A new feature of the Fifth Edition will be the 
publication of annual cumulative pocket Supplements 
which will keep the Digest continually down to date. 
Each annual Supplement, as received, may be inserted 
in a pocket fixed in the inside back cover of the 
Digest, thereby becoming a part of the book. 


The new Digest contains 824 pages, including a 
Table of Cases. The price remains at $6.50 per copy. 
The charge for the Supplements will be $2.00 per 
annum. 


THE BANKING LAW JOURNAL, 465 MAIN ST., CAMBRIDGE, MASS. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


T mid-July the threat of war which 
has been hanging over Europe for 
some months seemed to have lost 

much of its serious aspect. But Prime 
Minister Chamberlain, of Great Britain, 
has made it clear that his country 
would come to the defense of Poland 
should that country find its independ- 
ence assailed-by Germany. The plain 
fact is emerging, that the great nations 
of Europe do not want war. This 
probably applies as well to their politi- 
cal leaders as to their people. 

In the Far East the conflict between 
Japan and China drags on, while there 
is growing tension between Japan and 
Great Britain, and actual fighting be- 
tween the forces of Japan and Russia 
continues on the borders ,of Man-, 
chukuo. And it may be that in this 
region now lies the real danger to 
world peace. 


“ 


GREAT BRITAIN 


Tue threat of war. is entailing huge. 
outlays for defense by this country, 
the expenditures, principally for arma- 
ments, running far ahead of the income 
received since the beginning of the 
present fiscal year, April 1. These 


huge outlays are justified, not only as 
a defense against actual war, but as a 
restraining influence against other 
countries that may be contemplating 
further aggression. 


Rising Production 


IT is reported by Industrial Britain that 
industrial production for the first 
quarter of 1939 was 4.2 per cent above 
that of the fourth quarter in 1938, 
though still 0.6 per cent less than in 
the first quarter of 1939. As the gain 
is recorded in several industries outside 
the armament program, it is not con- 
sidered that the advance is due to that 
source. 


Stability of the “Sterling Exchange 


Tue relatiye stability of sterling in 
terms of United States dollars, in spite 
of the continued uncertainty and ten- 
sion in international political conditions 
and of the consequent pressure on the 
sterling exchange, is made the subject 
of comment dy Barclays Bank Limited 
Monthly Review. 

“This stability,” it says, “is in marked 
contrast to the depreciation that took 
place last year and which resulted in a 
decline in the value of the pound in 


Christiania Bank og Kreditkasse 


Oslo, Norway 


Telegraphic address: Kreditkassen 


Founded 1848. 


First established 
private bank in 
Norway 


BANKING BusINESS OF EVERY 
. .DESCRIPTION TRANSACTED 


Paid up capital 
and reserve funds 
_ Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 
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CAPITAL 


Authorized _ P10,000,000.00 
Fully Paid P6,750,000.00 
(US$1.00=P2.00) 


EIGHTY 


CABLE ADDRESS: BANCO 


HEAD OFFICE: MANILA 


BRANCHES 
Cebu, Iloilo, Zamboanga 


YEARS 


and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable opper- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


New York from an average of $5.00 in 
January, 1938, to an average of $4.67 
in the following December, a reduction 
of about 7 per cent. Movements of ex- 
change quotations are the result of 
numerous factors, but in recent years 
political influences have tended to over- 
shadow the effect of normal economic 
forces.” 


The Stock Exchange 


A MATERIAL improvement on the Lon- 


don Stock Exchange is noted by the 
Westminster Bank Review. Figures are 
given in support of this improvement. 
They show a rise in the prices of sev- 
eral Government obligations, and ready 
subscriptions to a number of municipal 


and other offerings. (City of Sydney 
debentures, Union of South Africa in- 
scribed stock, Government of North 
Ireland stock.) 


Britain’s Excess of Imports 


REVIEWING the changes in Great Bri- 
tain’s foreign trade, over a period of 
ten years, the Monthly Review of the 
Midland Bank says that Great Britain 
is absorbinig a larger share of the 
world’s total imports, but is supplying 
a sightly “smaller proportion of the 
world’s exports. This fact, along with 
the lower level of prices, both of the 
things Britain buys and the things she 
sells, has resulted in the maintenance 
of a more or less steady excess of im- 
ports, in terms of sterling. In 1928 


Inquiries and correspondence invited. 


and 1929 the excess averaged about 
£370 millions; in 1931 and 1932 it was 
£350 millions; and in 1937 and 1938 
it amounted, no doubt partly because 
of “security” imports, to £430 millions 
and £390 millions respectively. Hav- 
ing regard to the much smaller amounts 
the world is now paying to Great Bri- 
tain for interest and dividends on her 
investments abroad and for services 
rendered by her shipping, the change 
implied by these facts can have only 
one interpretation. What they mean 
is that, whereas at the beginning of the 
period Great Britain did not exercise 
her full rights to import other people’s 
products, preferring to leave substantial 
amounts of her income abroad in the 
shape of new investments, nowadays 
she is importing more or less up to the 
limits of her: income, and has little or 


nothing left over for new investment 
abroad.” 


— 


FRANCE 


THOSE who believe in hard work as a 
sure means of recovery will find sup- 
port for their belief in the example 
which France is offering. The’ policy 
of longer hours, of diminished strikes, 
and of greater efficiency all along the 
line, initiated by M. Daladier, has 
had a marked tonic effect on the con- 
dition of the country. While other 
currencies have been falling, the franc 
has remained steady, and in a recent 
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period of four months these was a 
repatriation of French funds to the ex- 
tent of 15,000 million francs. 


7 


RUSSIA 


ACCORDNG to the Moscow correspondent 
of The Economist (London), the growth 
of military expenditure in the Russian 


budget has been: 


Billion 
roubles 


And this outlay would be increased 
if certain other expenditures, not di- 
rectly military in character but really 


designed for that purpose were in- 
cluded. 


= 


SWEDEN 


IN its economic survey, The Index, pub- 
lished by Svenska Handlesbanken, re- 
ports business as extremely good, pro- 
duction now being near the high 
reached in October, 1937. This con- 
tinued prosperity of Sweden is attri- 
buted to the country’s wise economy, 
the large and varied natural resources 
of the country, the character of the 
people, and the contributory support 
of a sound banking system. 


_ 


THE ARGENTINE 


Unpver date of July 7, the First Na- 
tional Bank of Boston received the fol- 
lowing information from its branch at 
Buenos Aires: 

“An export balance of m$n 35,386,- 
000 in May brought the five month total 
to m$n 130,795,000 against an adverse 
figure of m$n 35,578,000 in the first 
five months of 1938. Unaccomplished 
charters on June 17th were 1,354,300 
tons, as compared with 114,700 and 
1,015,100 tons, respectively, at the 
same time one year and two years ago. 
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Bank clearings. . .3,501,390,000 3,407,134.000 
Liabilities 
failures 4,555,000 4,365,000 
“The combined bank statement issued 
by the Central Bank for May, 1939 
shows: 
msn 


Deposits 3,973,000,000 


Loans 
Cash 
Cash Reserve 18.7 per cent, 


“The May turnover on the Buenos 
Aires Stock Exchange amounted to 
m$n 85,017,000, the largest movement 
this year, which in part is seasonal, 
and because more funds were available 
for reinvestment as large applications 
of sinking fund payments were effected. 
Quotations in general were very firm 
during the first fortnight of June with 
several bonds touching new highs this 
year, but recently high interest bearing 
bonds showed an easier tendency.” 


a 


DENMARK 


ToTAL exports of agricultural products, 
January-April, 1939, amounted to Kr. 
370,000,000, which was Kr. 18,000,000 
more than in the first four months of 
1938. At the same time, imports of 
raw material were reduced by Kr. 28,- 
000,000, giving an export excess of 
Kr. 301,000,000, against Kr. 255,000,- 
000 January-April, 1938. 


—_— 


TURKEY 


“THE United States occupy an im- 
portant place in the foreign trade of 
Turkey and, during the last 15 years, 
the commercial exchanges between the 
two countries have maintained a pro- 
portion of from 7 to 10 per cent of 
Turkish total trade. 

“Both as buyers and sellers, the 
United States are always in the second 
or third place and, with the exception 
of the year 1929, when excessive im- 
ports took place in anticipation of the 
increase on Turkish customs duties, the 
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balance has always been in Turkey’s 
favor. 

“Nevertheless, during the past 12 
years, a steady reduction has been seen 
in this commercial balance. It fell 
from more than 11 million Ltq. in 1930 
to 2 million in 1937 and 1938. In 
view of this, the Turkish Government 
was obliged, in 1938, to subordinate 
the import of certain United States 
products to the prior export of Turkish 
products, and, in addition, the granting 
of foreign exchange to importers was, 
at certain times, suspended. 

“With a view to the re-establishment 
and the consolidation of its favorable 
position, Turkey signed a new com- 
mercial agreement with the United 
States, on April I, 1939, to enter into 
force on May 5th. 

“This agreement fixes a basis for 
the payments in free currency to be 
made by Turkey for United States 
goods, corresponding to a percentage 
of 10.91 per cent applied each year to 
the total value of Turkish imports after 
deduction of imports made under the 
British and German credits. The 
10.91 per cent represents the proportion 
between United States imports and the 
total of Turkish imports between Janu- 
ary 1, 1935 and December 31, 1937. 
Further, it is understood, in view of 
the seasonal character of the products 
from which Turkey draws its principal 
supplies of foreign exchange, that it 
may eventually be impossible to avoid 
temporary delays in the transfer of free 
exchange for United States imports. 

“The two countries have agreed on 
tariff reductions on the products repre- 
senting the bulk of their mutual trade.” 
—Monthly Circular, Ottoman Bank. 


_ 


BANK OF NEW SOUTH WALES IN 
BERKELEY SQUARE 


EVIDENCE of the growth of the business 
of the Bank of New South Wales is 
afforded by its West End_ branch, 
opened recently at 47 Berkeley Square, 
London. 

Visitors to London in fairly late 
years will recall Berkeley Square as a 
secluded region, with a park faced by 


Bank of New South Wales 
47 Berkeley Square, W.1. 


From a photograph by Bedford 
Lemere & Oo., 147 Strand, W:C. 


ancient residences of the most solid 
type. It was one of these old-time 
structures which the Bank of New South 
Wales acquired, and which as rebuilt 
now constitutes the new West End 
branch. 

As a matter of fact, it is “not quite 
accurate to say that it was an old 
structure which the bank acquired, for 
the original house—once occupied by 
the younger William Pitt—had been 
rebuilt by a later owner. In adapting 
the building to banking uses, the charm 
and dignity appropriate to the building 
were retained. 

The City of London branch of the 
Bank of New South Wales has long 
been located at 29 Threadneedle street, 
the head office being at Sydney, N. 
S. W. It has the honor of having 
been first in the Australasian banking 
field, which it has faithfully served for 
121 years, and now maintains 900 
branches in Australia, New Zealand 
and in the Pacific Islands. 


—_ 


As reported by the American Bureau of 
Metal Statistics, production of gold in 
South Africa reached a record high in 
the first half of 1939, the total output 
being 6,258,000 fine ounces, an increase 
of 307,000 fine ounces over the preced- 
ing half-year. 
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for the Banker 
who wants Information 


on CANADA... 


the Bank of Montreal possesses— through its nation- 
wide system of branches — unexcelled sources for 


obtaining data on all phases of Canadian business life. 


Enquiries are invited, and may be addressed 
to the Business Development Department, 
at the Head Office of the Bank in Mon- 
treal, or to any of the United States offices. 


BANK OF MONTREAL 


Established 1817 


NEW YORK: 64 Wall St. — 


CHICAGO: 27 South La Salle St. 


SAN FRANCISCO: Bank of Montreal (San Francisco) 333 California St. 


Current conditions in Canada 


HE Bank of Montreal Business 
4L Summary for July 22 reports busi- 

ness conditions in Canada as 
follows: 

“Midsummer finds business in Canada 
showing remarkable stability, with dis- 
tinct signs of improvement in industrial 
fields, a rising export trade, and encour- 
aging factors in the outlook. Foremost 
among these factors is the almost 
assured prospect of a good grain crop 
in the Prairie Provinces. 

“As regards industry, a feature has 
been the continued activity in the ex- 
port demand for lumber from British 
Columbia, shipments in June reaching a 
new monthly high record, eclipsing by 
3 per cent the previous monthly record 
achieved in May. There were better- 
ments also in other directions. June 
was the first month of 1939 in which 
the cotton mills could report a higher 
scale of activity (15 per cent) than in 
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the parallel month of 1938, and in the 
woolen and rayon mills operations were 
maintained at a satisfactory level... . 
The output of the newsprint industry at 
240,545 tons was well above the figure 
for June, 1938—201,694 tons. . Auto- 
mobile plants have been just holding 
their level of production with an output 
of 14,515 units in June, as compared 
with 15,706 in May and 14,732 in 
June, 1938. The improvement in the 
flour milling industry is being main- 
tained. 

“Exports of domestic products in 
June had a value of $93,269,000, as 
compared with $66,661,000 in June, 
1938, which represents a gain of 
roughly $26,500,000. Eight of the twelve 
major commodity groups registered 
gains, the largest increases being in 
wheat, newsprint, nickel and lumber. 

“The last published statement of the 
chartered banks showed the upward 
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movement in current loans in Canada to 
be continuing, the May figure being 
$821,545,000 as against $814,102,000 in 
April and $769,128,000 in May of last 
year.. The recovery in this department 
commenced in March and has been in 
evidence for three consecutive months. 
Bank debits to individual accounts in 
June amounted to $2,831,000,000 as 
compared with $2,731,000,000 in June 
last year, indicating a somewhat higher 
velocity of business.” 


— 


THE July issue of Canadian Business 
magazine, official’ publication of the 
Canadian Chamber of Commerce, re- 
ports: ; 

“Bank debits are about 15 per cent 
above a year ago, loans under the Na- 
tional Housing Act and the Home Im- 
provement plan reached a record high 
in May, and consumer buying power is 
being well maintained, as indicated by 
the recent returns on retail trade which 
we have just received from strategic 
centers across the country. At the same 
time, sales of more durable goods are 
lagging. Less automobiles, for ex- 
ample, are being sold than a year ago. 
Building permits and construction con- 
tracts are at disappointingly low levels. 

“Due partly to British orders, the 
steel industry is experiencing a better- 
than-seasonal improvement, and in May 
the output of electricity represented the 
best May production in the history of 
the industry. Only in April and June 
of 1937 was May’s total output ever 
exceeded. 

“Retail and wholesale trade has been 
slightly better although it is difficult to 
tell to what extent the betterment has 
represented a normal seasonal improve- 
ment. In the Maritimes, unseasonable 
weather has retarded business and sales 
have been below normal. In Quebec, 
trade has been reasonably satisfactory 
but somewhat below last year. In On- 
tario a similar condition has existed, 
but in the Prairie Provinces there has 
been no ‘decline as comnared with the 
first half of 1938. Returns from 
British Columbia suggest ‘that sales are 
close to last year’s levels. Collections 


throughout the country are generally 
fair. 

“In certain other directions there has 
been marked improvement. Exports of 
lumber are running considerably above 
last year. And the increase in Canada’s 
shipments of aluminum continues with 
Japan taking about 40 per cent of the 
total. Employment has shown rapid 
gains.” 


_ 


REVIEWING. general conditions, the 
Monthly Commercial Letter of The 
Canadian Bank of Commerce states: 

“The general business situation may 
now be regarded as on a satisfactory 
basis. Industrial activity increased by 
mid-June so as to erase all the loss dur- 
ing the winter season, and while a sea- 
sonal downturn is now noticeable in 
some groups, the long awaited upswing 
in the heavy units is under way. The 
summer lull in certain industries is also 
being counteracted by the entry of tour- 
ists and by a busier season in construc- 
tion than that of a year ago. The con- 
tracts for new construction undertaken 
in June were 20 per cent greater than 
those of the like month of 1938, and the 
work in progress is now above that at 
this time last year. Furthermore, for- 
eign trade has an upward trend. and 
crop conditions are almost uniformly 
good. Finally, it is to be noted that 
many of the readjustments-—reduction 
of excess stocks of newsprint, for ex- 
ample—required for progressive busi- 
ness have been effected. 

“Our index of industrial activity in 
Canada in mid-June was higher than at 
any time since its initial publication at 
the end of last year. The percentage 
of factory capacity utilized rose to 74 
from the May level of 72, and activity 
in terms of 1937 from 88 to 92. Im- 
provement or sustained activity was 
registered in all major categories, ex- 
cept the automotive trades. which de- 
clined about 3 per cent. Much of the 
improvement was seasonal, especially 
in some of the food, textile and wood 
products industries. but there are also 
indications of speeding uv in some lines 
of manufacturing which have for some 
months suffered from slackness.” 
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BOOKS for BANKERS 


THE STRUGGLE FoR EcoNoMIc SECURITY 
IN Democracy. A symposium. New 
York: New School for Social Re- 
search, 66 West 12th St. 1939. Pp. 
178. 75 cents. 


ARRANGED by the Graduate Faculty of 
Political and Social Science of the New 
School for Social Research, this sym- 
posium contains papers by members of 
the graduate faculty and discussions 
by representatives of business, labor, 
government and science. Subjects cov- 
ered are the causes of economic instabil- 
ity, the economic policies that might 
effect reémployment, the institutional 
adjustments necessary for executing 
such economic policies. 


DIcTATORSHIP IN THE MODERN WoRLD. 
Edited by Guy Stanton Ford. Min- 
neapolis: The University of Minnesota 


Press. 1939. Pp. XIV-362. $3.50. 


Tuis revised and enlarged edition of 
the 1935 publication incorporates so 
much fresh material as to be practically 
a new book, ten of the fifteen chapters 
being entirely new. 

Fourteen scholars, American and 
European, under the guidance of the 
president of a great university (himself 
a distinguished historian) have co- 
operated to provide a cool and dispas- 
sionate survey such as only the his- 
torical approach can give. Max Lerner 
sets forth “The Pattern of Dictator- 
ship”; Henry R. Spencer describes 
“The Mussolini Regime”; Harold C. 
Deutsch traces “The Origins of Dic- 
tatorship in Germany,” and analyzes 
“The National Socialist Dictatorship.” 
Other chapters include: “Between 
Democracy and Fascism,’ by Hans 
Kohn; “The Soviet Union: A Working 
Class Dictatorship,” by John N. Hazard; 
“Kemalist Turkey,” by Thomas K. 
Ford; “Dictatorship in the Far East,” 
by Harold S. Quigley; “Dictatorships in 


150 


Latin America,” by J. Fred Rippy; 
“The Economics of Fascism,” by Cal- 
vin B. Hoover; “Propaganda and Dic- 
tatorship,” by Peter H. Odegard; 
“Women Under the Dictatorships,” by 
Mildred Adams; “The Political Lieu- 
tenants in Modern Dictatorship,” by 
Sigmund Neumann; “The Prospects for 
Democracy,” by Denis W. Brogan; and 
“The Chronology of Dictatorship in 
Post-War Europe,” by Joseph R. Starr. 


INTERNATIONAL LAW AND DIPLOMACY 
IN THE SPANISH Civit StriFE. By 
Norman J. Padelford. New York: 
Macmillan Company. 1939. Pp. 
XXVII-710. $6.00. 


THE Spanish Civil War has, during the 
past two years, precipitated numerous 
crises in European affairs and given 
rise to many questions of international 
law. Here for the first time is presented 
an impartial and comprehensive study 
of the diplomacy which has surrounded 
the conflict, and of the legal problems 
which have arisen from it. 

Among the issues treated are the ne- 
gotiations, administration and devolu- 
tion of the entire Non-Intervention sys- 
tem; the question of recognition of 
belligerency; interference with foreign 
shipping by surface, submarine and 
aerial craft; the Nyon Arrangements; 
the League of Nations and the conflict; 
problems of the conduct of diplomatic 
relations; the policy of the United 
States. Extensive appendices contain 
the texts of the important documents 
bearing upon situations discussed. 


The author is professor of interna- 
tional law at the Fletcher School of 
Law and Diplomacy, and this book is 
published under the auspices of the 
Bureau of International Research of 
Harvard University and Radcliffe Col- 
lege. 
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Woritp Economy IN TRANSITION. By 
Eugene Staley. New York: Council 
on Foreign Relations, 45 E. 65th St. 
1939. Pp. 340. $3.00. 


PoweR politics and technological prog- 
ress are forcing rapid changes in world 
economy. What this means in terms 
of living standards and economic pres- 
sures is analyzed by Professor Staley. 

He treats interestingly and objec- 
tively such issues as the conflict be- 
tween technology and politics; the best 
use of world resources; laissez faire and 
planning; the challenge of war to the 
economic system; and the problems of 
policy in a “mixed” system—partly 
planned and partly free. He shows how 
the stresses and strains of a world in 
transition affect in particular the econ- 
omy of the United States. 

The author is associate professor of 
international economic relations at the 
Fletcher School of Law and Diplomacy, 
and this report was prepared under the 
auspices of the American Coérdinating 
Committee for International Studies. 


TRUTH IN ACCOUNTING. 
MacNeal. Philadelphia: 
of Pennsylvania Press. 


XVII-334. $3.50. 


THE author, a certified public account- 
ant for twenty years, charges that “the 
great majority of contemporary certified 
financial statements must necessarily be 
untrue and misleading due to the un- 
sound principles upon which modern 
accounting methods are based.” 

In his opinion, if accounting prin- 
ciples and practices are not changed, 
the number of individuals who mistrust 
published financial statements will in- 
crease to such an extent that the entire 
accounting profession “loses caste.” He 
therefore suggests a revision of these 
principles, and endeavors, in this book, 
to bring accounting rules into line with 
the principles of economics and logic, 
without resort to the commodity dollar 
concept. 

In addition to tracing the historical 
development of accounting methods 
from their origin in the Middle Ages, 
the author devotes chapters to: The 
Nature of Value, Money, Market Prices, 


By Kenneth 
University 


1939. Pp. 


Imputed Market Prices, Truthful Finan- 
cial Statements, Balance Sheet Assets, 
Valuation Accounts, Balance Sheet Lia- 
bilities, The Profit and Loss Statement, 
The Future of. Accounting, etc. 


HJALMAR SCHACHT: CENTRAL BANKER. 
By Karl R. Bopp. Columbia, Mis- 
souri: University of Missouri. 1939. 
Pp. 91. $1.25. 


THE author, associate professor of eco- 
nomics and finance at the University of 
Missouri, spent considerable time in 
Germany studying the post-stabilization 
policy of the Reichsbank and collecting 
data on Schacht. This monograph is 
the result, being “both a self-contained 
unit and also part of a more compre- 
hensive study of comparative central 
banking which the writer had been con- 
ducting for a number of years.” 

Professor Bopp analyzes Schacht as 
a stabilizer, defender of the currency, 
philosopher, delegate, politician, psy- 
chologist, financier, and dictator. In 
each of these chapters a background of 
the German economy, as well as the part 
Schacht played, is given. The result 
is a thoroughly interesting and worth 
while study of one of the most interest- 
ing characters and one of the most com- 
plex of chapters, in finance. 


SoutH AMERICAN PriMER. By Kath- 
erine Carr. New York: Reynal & 
Hitchcock, Inc. 1939. Pp. 208. $1.75. 


HERE is a book which presents, com- 
prehensively and with admirable clar- 
ity, South America—past and present. 
Even more, it acts as a guidepost, deal- 
ing with the future of our southern 
neighbors. 

Revolutions, corruption, the rise of 
dictatorships, the machinations of for- 
eign capital, the effects of Dollar Di- 
plomacy, the abuse of the Monroe Doc- 
trine—all of these are analyzed as to 
their effects on the various countries of 
South America, and as they affect the 
relations of these countries with the 
United States. Perhaps most interest- 
ing of all is a thorough chapter on the 
threat of Fascist control and the weight 
of Fascist propaganda in these coun- 
tries. Shrewd, alert and penetrating are 
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Mrs. Carr’s observations and comments, 
leaving the reader well-informed on 
South America. 


THE ProBLem oF Retail SITE SELEc- 
TION. By Richard U. Ratcliff. Ann 

‘ Arbor, Michigan: University of 
Michigan. 1939. Pp. 93. $1.00. 


In this study, which is one of the 
Michigan Business series, the author 
does not attempt to develop definite 
formule. for site selection in . specific 
cases; rather, the objective is to pro- 
vide a quantitative description of ma- 
ture retail structure, and to set forth 
the underlying economic causation in 
the evolution of commercial conforma- 
tions. Chapters are devoted to: The 
Functional Basis of Urban Organiza- 
tion, Spatial Relationships in the Cen- 
tral Business District, Location Charac- 
teristics and Buying Habits, and Current 
Site-Selection Practice Among the 
Chains. 

The author ‘is assistant professor of 
teal estate management at the Univer- 
sity of Michigan. 


Money AND BANKING, 1938-39—2 vol- 
umes: Vol. I, Monetary Review; Vol. 
II, Commercial and Central Banks. 
By Economic Intelligence Service, 
League of Nations. New York: Co- 
lumbia University Press. Pp. (I) 
173; (II) 202. 1939. Vol. I, $1.25; 
Vol. II, $1.50. 


As in the editions published in previous 
years, these two volumes bring together 
the essential information about currency 
and banking all over the world. — De- 
velopments up to March, 1939, are re- 
viewed in the first volume, “Monetary 
Review,” and the facts and figures for 
forty-four countries on which this re- 
view is based are given in the second, 
“Commercial and Central Banks.” 

Chapters are devoted to: Exchanges 
and Gold; Currency, Credit and Gov- 
ernment Finance; Structural Changes 
in the Banking System; and The Bill 
of Exchange. Appended tables sum- 
marize on a uniform basis the principal 
monetary and banking statistics of the 
world for the last ten years. 
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THE PuysicaL ASSETS OF THE ‘STATE 
oF InpiaNA. By James E. McCarthy. 

. Notre Dame, Indiana: University of 
Notre Dame. 1939. Pp. 115. 


PARALLELING, to a certain extent, the 
report A Study of the Physical Assets, 
Sometimes Called Wealth, of the United 
States, 1922-33, this study presents a 
picture of the physical assets of the 
state of Indiana, together with an 
analysis of the earnings and disburse- 
ments of Indiana corporations. Dean 
McCarthy, College of Commerce, Uni- 
versity of Notre Dame, who prepared 
this study, was chairman of the Gover- 
nor’s Tax Study Commission which 
gathered the material. 

Even without its analysis of income 
and discussion of certain tax problems, 
this study is most illuminating and 
worthwhile, and might well serve as a 
pattern to be followed in other states. 


PracticaL Crepit ANALysIs (Third and 
Revised Edition). By Eugene S. Ben- 
jamin. New York: Eugene S. Ben- 
jamin, 220 Fifth - Avenue. 1939. 
Pp. 180. $7.00. 


AN outgrowth of the author’s many 
years of experience as merchant, bank 
director, bank credit consultant and 
trade adviser, this book was written with 
the aim of giving “the credit man a 
technique of analysis which will better 
qualify him to pass with certainty upon 
the credit availability of applicants as 
depicted by the financial statements 
which they submit.” Presenting a sim- 
ple and logical method for appraising 
a balance sheet by which the credit 
atmosphere of any statement is fully 
developed without the use of any me- 
chanical or arbitrary adjuncts, previous 
editions have been well received by 
banks, commercial agencies, certified 
accountants, university schools of busi- 
ness, trade organizations, etc. 

In this third and revised edition, in 
order to make the treatise more readily 
available for teaching purposes and to 
those who have limited credit training 
or experience, many of the original ar- 
ticles have been rewritten and more 
thoroughly explained and elaborated. 
There are also added essays on “How 
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to Make Reasonable Deductions from 
Trade Standards”; “Appraising State- 
ments Without the Aid of Trade Stand- 
ards”; “Common Size Statements”; 
“Negotiated Receivables and Contingent 
Liabilities”; “Liability Ratios”; “Turn- 
over Ratios,” etc. 

Chapters include: “Credit Analysis,” 
“Operating Ratios,” “Trade Standards,” 
“Value of Operating Ratios,” “Pointers 
and Precautions,” “Practical Hints for 
Credit Men,” “Concrete Examples with 
Statement Exhibits.” 


Our FEDERAL GOVERNMENT AND How 
It Functions. By the Federal Writ- 
ers’ Project. New York: Hastings 
House, 135 Front St. 1939. Pp. 
234. $1.75. 


AN authentic, up-to-the-minute practical 
reference, this book describes the gen- 
eral structure of all departments and 
bureaus of the Government, including 
the many recently created independent 
Government agencies. It is not a dis- 
cussion of the theory of government, 
but a practical book stating facts only, 
and contains no political flavor. 

It was written by the Federal Writers’ 
Project, and checked by the various de- 
partments and bureaus described. A 
detailed analytical index provides a 
ready reference to any topic treated in 


the book. 


Men Acainst Hitter. By Fritz Max 
Cahen. New York: Bobbs- Merrill 
Company. 1939. Pp. 258. $2.00. 


WRrITTEN by a leader of the German 
struggle against Nazi rule, this book 
gives a vivid and remarkably full ac- 
count of the men who have fostered 
discontent within the Nazi party, who 
have smuggled news of the outside 
world into Germany, organized spy sys- 
tems to battle Hitler’s Gestapo, and who 
have attempted to organize German po- 
litical refugees into a single Hitler op- 
position. 

Mr. Cahen’s personal experiences in- 
side Germany and in surrounding coun- 
tries make interesting and enlightening 
reading, and his estimate that fully 50 
per cent of the German people are op- 
posed to Hitler is of importance in con- 
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sidering the possible effects of another 
European war today. 

Wythe Williams, editor of Greenwich 
Time, which has gained considerable 
reputation for its reporting of “inside” 
news on Germany, has translated the 
book and written an introduction. 


NATIONAL AND INTERNATIONAL ASPECTS 
OF THE CURRENCY PROBLEM. By 
Leon G. Halden. Boston: The Chris- 
topher Publishing House, 1140 Co- 
lumbus Ave. 1939. Pp. 32. $1.25. 


A surRvVEY of recent manipulation of the 
pound sterling in its relation to the 
dollar, and the results of such manipu- 
lation on the economic problems of the 
United States, this book suggests a 
formula for the restoration of confi- 
dence in national and international af- 
fairs, and proposes adjustments neces- 
sary to enable gold to survive as an 
international yard-stick in the changing 
economic order. The author is chair- 
man of the social science department, 
University of Houston, and author of 
a number of other books. 


Our Town’s Business. By Omar & 
Ryllis Goslin. New York: Funk 
& Wagnalls Company. 1939. Pp. 
355. $3.50. 


In a clear, easy to read style, with facts 
presented in dynamic pictorial charts, 
this book takes apart the machinery of 
business in villages, towns, small and 
large cities, in states from the Atlantic 
to the Pacific, analyzing the facts which 
explain business conditions today. 


The discussion centers around the 
varying social and economic problems 
in the American scene and in each in- 
stance the situation in a_ particular 
American community is used to drama- 
tize the problem. In some cases the 
discussion seems to point the way to- 
ward a solution, in others it introduces 
the facts which explain why the wheels 
of business are not turning. 

Chapters are included on: Changes 
in Our Towns, Shall We Organize? 
Traders All, Streamlining Our Econo- 
mic System, You and the Joneses, Who 


Are the Owners? What We Get for Our 
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Money, Consumers or Producers? The 
Hand of Government, etc. 


BOOKLETS 


“TnsurED’—A Goop Worp to Have on 
Your Personat Loan Lepcer. Old Re- 
public Credit Life Insurance Company, 
309 West Jackson boulevard, Chicago. 
1939. Pp. 23. 


In an attractive, modern format this book- 
let briefly summarizes the experience of 
banks in the personal loan field, and ex- 
plains the risk-reducing, business-getting 
plan of insuring the lives of personal loan 
borrowers in the amount and for the term 
of the loan. The Old Republic’s optional 
and group plans of credit life insurance 
are explained, and their tested advertising 
and merchandising helps, specially prepared 
for bank clients, are described. 


Towarps a _ Betrer Economic Wortp. 
League of Nations, Information Section. 
New York: Columbia University Press. 
1939. Pp. 89. 25 cents. 


Tuis pamphlet shows how the Economic 
and Financial Organization of the League 
has developed to meet practical needs and 
existing conditions. The éarly activities of 
the League in this field are recounted, and 
the present work and new methods of ap- 
proach described in detail. Among _ the 
many phases of economic and _ financial 
work in which the League is engaged, the 
following: are described: International 
Loan Contracts, Clearing Agreements and 
Exchange Control, Controlling Depressions, 
Financial Problems of Primary Producing 
Countries, Agricultural Credit, etc. 


Report oF THE 1939 ReseEaArcH CoMMITTEE, 
Indiana Bankers Association. Indianap- 
olis: Indiana Bankers Association, 810 
Union Title Building. 1939. Pp. 222. 
75 cents. 


Tuis report, entirely devoted to bank per- 
sonnel, will be found to be of value to 
banks throughout the country. 


Part I is entitled “Personnel Manage- 
ment in Banks,” and takes up such prob- 
lems as Job Analysis, Specification, and 
Classification; Selection of New Employes; 
Education and Training; Transfer, Promo- 
tion, and Dismissal; Salaries; Hours of 
Work and Working Conditions, etc. Part II 
is an analysis of questionnaires returned 
by 179 Indiana banks following a survey 
by the research committee, and gives a 
complete statistical picture of Indiana 
banks following a survey by the research 
committee, and gives a complete statistical 
picture of Indiana banking personnel. The 
report was prepared by the members of 
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the faculty of the School of Business of 
Indiana University. 


Crepir AND Economic Conpirions oF Coun- 
TRIES WITH ReEsTRICTIONS GOVERNING 
Trape, CurrENcy AND Excnuance. For- 
eign Banking Department, The First Na- 
tional Bank of Chicago. Pp. 48. 


Tus booklet is a revised summary of credit 
and economic conditions in all countries 
having restrictions controlling trade, cur- 
rency, and exchange. Those countries hav- 
ing exchange restrictions are listed, with 
notation as to how current drafts are paid, 
approximate delay in receiving remittances, 
and present trend in payments. Each of 
these countries is then treated separately, 
with a summary of principal imports and 
exports, exchange and trade restrictions, 
general conditions, government finances, 
the unit of exchange, and population. 


Tuts Prostem or Foop. By Jennie I. Rown- 
tree. New York: Public Affairs Com- 
mittee, Inc. 1939. Pp. 32. 10 cents. 


Basep on reports of the Health Committee 
of the League of Nations and the Interna- 
tional Labour Office, this pamphlet shows 
that, despite huge farm surpluses, millions 
of Americans are not getting the food nec- 
essary to maintain health. Many people, 
rich and poor, fail to purchase the food 
they need because they do not know the 
basic principles of diet. The author, pro- 
fessor of home economics at the University 
of Washington, suggests various aids in 
food selection and gives detailed informa- 
tion as to how attractive, well-balanced 
meals may be provided at a cost of less 
than 29 cents a day per person. 


BOOKS RECEIVED 


The following books, and others, will be 
reviewed in the September issue of THE 
Bankers MAGAZINE: 


Wortp Finance: 1938-1939. By Paul Ein- 
zig. New York: Macmillan. 1939. Pp. 
XIV-307. $3.00. 


Wuat’s Wrone witH THE Economic Sys- 
vem? By A. W. Knight. New York: 
Longmans-Green & Company. 1939. Pp. 
179. $2.40. 


U. S. Supreme Court Bustness Law Dect- 
sions, 1938-1939. New York: Commerce 
Clearing House, Inc. 1939. Pp. 222. $1. 


British AND INTERNATIONAL BANKING 
Numper, Lonpon Stock Excuance Ga- 
zeTteE. New York: Thomas Skinner & Co., 
Publishers, Ltd. 1939. Pp. 87. $1.50. 
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A.B. A. Convention Plans 


HILIP A. BENSON, president of 
the American Bankers Association, 
announces that the Hon. Pat Harri- 
son, United States Senator from Mis- 
sissippi, will discuss Federal fiscal 
policies at the annual convention of 
the association to be held at Seattle, 


Wash., September 25 to 28. 


Other speakers at the general ses- 
sions of the convention will include Dr. 
Bruce R. Baxter, president of Willa- 
mette University, Salem, Ore., who will 
deliver an address on “Courage for 


Tomorrow”; H. Donald Campbell, 


president, The Chase National Bank,: 


New York City, who will discuss “The 
Future of the Metropolitan Bank,” and 
E. L. Pearce, executive vice-president, 
Union National Bank, Marquette, Mich., 
who will take the perspective of “The 
Future of the Country Bank.” 


Preston Delano, comptroller of the 


Blank & Stoller 

PHILIP A. BENSON 
President, A. B. A. and president, 
Dime Savings Bank, Brooklyn, N. Y. 


currency, and Dr. H. H. Preston, dean 
of the School of Economics and Busi- 
ness at the University of Washington, 
will speak at the meeting of the Na- 
tional Bank Division. R. E. Gormley, 
superintendent of banks for Georgia, 
and Wood Netherland, vice-president 
of the Mercantile-Commerce Bank and 
Trust Company, St. Louis, will speak 
at the meeting of the State Bank Divi- 
sion. Fred I. Kent, director, Bankers 
Trust Company, New York, and P. R. 
Williams, president of the division, will 
speak at the Savings Division meeting. 

Ten well-known bankers and one state 
and one Federal Government official 
have accepted invitations to lead dis. 
cussions at four round table confer- 
ences during the convention. These 
round table discussions, which are a 
new ABA convention feature, will be 
conducted on four general topics: In- 
vestment and Mortgages, Personnel and 
Operating Problems, Control of Inter- 
nal Operations and Earnings, and Ad- 
ditional Bank Services. 

Discussion leaders at these confer- 
ences will include the following na- 
tionally known men: O. P. Decker, 
Edward A. Wayne, Stewart McDonald, 
Raymond R. Frazier, Ray A. Ilg, J. !. 
Gard, Claude L. Stout, Edwin V. 
Krick, J. L. Dart, Robert C. Tait, Ken- 
neth C. Bell, W. Laird Dean, Bert H. 
White, Herbert V. Prochnow, and W. 
B. Harrison. 

A public relations clinic will be 
held on the evening of September 27. 
At this session, Harry B. Smith will 
speak on “The Front Line—A Good- 
will Focal Point.” S. N. Pickard will 
discuss “Our Experience with Public 
Meetings.” Seattle Chapter will pre- 
sent a customer relations skit, and W. 
R. Kuhns will show a motion picture, 
“Money at Work.” 

On Tuesday, September 26, the 
bankers and their wives will take a 
special boat trip to Victoria, B. C. 


THE BANKERS MAGAZINE for August, 1/39 





Interest Reduction Edueation 


By Wituam R. WHITE 
Superintendent of Banks, State of New York 


HE tendency of some institutions 
Tw try to maintain interest rates, 

even at the cost of deviation from 
sound loan and investment policy, is 
usually due to fear of losing deposits, 
coodwill, or both. 

his appears to be true despite the 
jact that experience is almost unani- 
mous in demonstrating that interest 
rates can be reduced to reasonable lev- 
els without causing serious withdraw- 
als, and that the bank which deals 
courageously with the interest problem 
invariably improves its earning ca- 
pacity. 

Whether or not a reduction of the 
interest rate is accompanied by a loss 
of goodwill depends upon the ability 
of the banker to explain to his cus- 
tomers that his action is necessary in 
the interest of maintaining a sound 
capital position. Certainly the banker 
should not feel that he must accept 
responsibility for a policy which is 
forced upon him by economic condi- 
tions and the easy money philosophy 
of the Federal Government. 

There is no secret about the fact 
that the Government is committed to 
such a policy. The purpose, or at 
least the one most often cited, is that 
it is intended to promote business re- 
covery. Incidentally, it aids the Gov- 
ernment in its deficit financing and 
lends itself to some extent to a redis- 
tribution of wealth, an objective which 
is sometimes proclaimed in Govern- 
ment circles. The Government has ad- 
hered to the policy of easy money 
knowing full well what the effect upon 
savings is certain to be. Educational, 
religious and charitable institutions suf- 
fer alike. In effect, all are being forced 
to contribute to the maintenance of Gov- 
ernment by being compelled to invest in 
a market where the return is maintained 
at an artificially low level. 


**The bank which deals cou- 
rageously with the interest 
problem invariably improves its 
earning capacity. 

‘‘Certainly the banker should 
not feel that he must accept re- 
sponsibility for a policy which 
is forced upon him by economic 
conditions and the easy-money 
philosophy of the Federal Gov- 
ernment,’’ says Mr. White in 
this portion of his recent ad- 
dress before the Iowa Bankers 
Association convention. 


Certainly the banker, who must also 
invest in this market, should not be 
expected to accomplish the impossible 
for the depositor. Management should 
not hesitate to explain to the depositor 
why 114 per cent or 2 per cent is a 
reasonable rate under present condi- 
tions, for if it permits bank capital to 
be jeopardized through an investment 
or loan policy which fails to recog- 
nize realities, it will face an impos- 
sible task when it comes to offer an 
explanation to those who are affected. 

I do not wish to convey the impres- 
sion that low money rates are due en- 
tirely to the policy of the Federal Gov- 
ernment. We know, of course, that the 
flow of gold to this country has been a 
tremendous factor in increasing excess 
reserves and thereby contributing to 
easy money conditions. The fact re- 
mains, however, that the Government, 
with considerable pride, has accepted 
much of the responsibility for current 
rates. Savings depositors are gradu- 
ally coming to realize that this is true 
and that the banker is not to be criti- 
cized who is forced to reduce interest 
payments to depositors in order to 
safeguard the principal of his trust. 
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Loans We Have Declined 


By James H. PERKINS 
Chairman of the Board, 
The National City Bank of New York 


The accompanying portion of 
Mr. Perkins’ recent statement 
before the Senate Committee on 
Banking and Currency offers 
not only additional evidence of 
banking’s fulfillment of its ob- 
ligation to meet legitimate 
credit needs, but also sets an 
example in sound public rela- 
tions procedure which might 
well be followed by other banks 
in refuting, with pertinent facts 
and figures, the charges levied 
at banking today. 


T is well known that all banks have 

been holding large amounts of ex- 

cess funds which they are extremely 
anxious to employ. As one way of 
making sure that all of our staff were 
making all the loans they could, our 
executive committee has asked the offi- 
cers to report to them every week the 
loans which the officers have declined. 
I have had an analysis made of these 
loans declined in the year from the 
middle of May, 1938, to the middle of 
May, 1939. These figures are exclu- 
sive of the personal loan department 
and loans by foreign branches. 

In this whole year, 219 loans were 
declined. In twenty-seven of these 
cases the conversations did not reach 
the point where definite amounts were 
mentioned, but in the other 192 cases 
the total of the loans rejected was 
$16,979,000. These applications ranged 
in size from participations in term 
loans to large national concerns down 
to a $200 loan to an individual who 
wished to market artificial fish bait. 


For the purpose of comparison, I 
might mention that if we had made 
all the loans which were declined and 
all were still outstanding, the total 
amount of our loans outstanding would 
be increased by less than 5 per cent. 


While these figures alone suggest 
very clearly that there is no great un- 
satisfied demand for credit, that con- 
clusion is even clearer when one ex- 
amines the character of the loans de- 
clined. They may be classified into 
the following groups: 


No. of Appli- 
cants 
Group I. Refinancing pro- 
posals, or cases in which 
borrower could obtain 
financing elsewhere .... 47 
Group 2. Speculative or 
promotional loans 
Group 3. Poor character or 
poor financial condition .107 
Group 4. Insufficient collat- 
eral or credit standing 
for amount requested, or 
poor earnings available 
to retire long-term obli- 
gations 


Amount 


$7,589,000 
2,377,000 


2,424,000 


4,589,000 


$16,979,000 


It is my judgment that there were 
very few cases included in this list 
which would be considered suitable 
loans either under the terms of the 
Mead bill or under the arrangement 
suggested by Chairman Eccles. In 
fact, I may say that the analysis that 
we have made currently of these loans 
declined has been very reassuring to 
me as indicating that our bank is per- 
forming its social obligations to meet 
the legitimate credit needs of the com- 
munity in which we operate. 
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BANK LOSS PREVENTION 


By Leo T. CrowLey 


Chairman, 
Federal Deposit Insurance Corporation 


Mia the past seventy-five years, 
losses borne by the banking sys- 

tem have amounted to $14,000,- 
0000,000, or approximately 1 per cent 
per annum, of the deposits in operating 
banks. Of these losses, $5,000,000,000 
have been in suspended banks—half 
borne by depositors and half by stock- 
holders—and $9,000,000,000 have been 
written off in. operating banks. If a 
stable, profitable operation of our 
banks is a desirable objective, then 
certainly the causes, the characteristics, 
and the effects of losses on bank assets 
should be more generally understood 
by bankers. 

Note that the ratio of net earnings 
per $100 of total assets for all insured 
banks in 1934 was 74 cents. By 1937, 
it stood at $1.22; a range during the 
four years of 48 cents. The rate of 
net profits before dividends per $100 
of total assets for all insured banks 
was minus $1.86 in 1934. By 1937, 
it had risen to plus 59 cents; a range 
during the period of $2.45, or more 
than five times the change in the net 
earnings ratio. Net losses and depre- 
ciation in bank assets are the sole fac- 
tors determining the difference between 
the net earnings and net profits before 
dividends figures. 


Nature of Bank Losses 


It is generally beyond human abil- 
ity to foretell and prepare for the de- 
structive consequences of fire, wind, 


flood, or drought. This much the en- 
lightened banker can do to cheat ca- 
tastrophe of its toll—he can maintain 
a’ capital account adequate to absorb 
comfortably all losses of this sort that 
reasonably can be expected to materi- 
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“If a stable, profitable oper- 
ation of our banks is a desir- 
able objective, then certainly 
the .causes, the characteristics, 
and the effects of losses on bank 
assets should be more generally 
understood by bankers,’’ says 
Mr. Crowley in the accompany- 
ing portion of his recent address 
before the Michigan Bankers 
Association convention. 


alize in his institution; he can insist 
on the use of sound and tested meth- 
ods of protection and replenishment 
with respect to the security underlying 
his earning assets; he can diversify his 
assets so that local catastrophes will 
not completely destroy his institution. 

Losses resulting from forced liqui- 
dation to meet the panic or emergency 
demands of depositors have been the 
most devastating and the most inexcus- 
able type that bankers and bank credi- 
tors have had to bear. If a bank asset 
is fundamentally sound, proceeds of 
its liquidation should not have to de- 
pend upon day-by-day market prices 
that are influenced by so many factors 
other than intrinsic value. 

It is encouraging, however, to re- 
view how much progress bankers and 
Government have been able to make in 
limiting losses of this sort. Bankers 
have, for the most part, become “qual- 
ity conscious,” and avoid assets that 
are subject to wide market fluctuations. 
They now require amortization or sink- 
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ing-fund provisions to insure retire- 
ment of assets at maturity. They space 
asset maturities and diversify risks in 
order to lessen the chance for concen- 
trated deterioration. Government has 
practically eliminated panic demands 
through inauguration of Federal de- 
posit insurance and five years of suc- 
cessful operation by the FDIC. Broad- 
ened borrowing powers have been pro- 
vided so that banks may meet legiti- 
mate emergency demands of their de- 
positors which may exceed immediately 
available cash and the proceeds of ma- 
turing assets. Examiners now appraise 
bank assets on a basis of fundamental 
soundness and quality, rather than 
merely on market quotations or length 
of maturity. 

Bankers’ treatment of losses and de- 
preciation that normally result from 
the business of credit extension is a 
phenomenon of our banking history. 
Properly handled, these claims upon 
net earnings are the equivalent of op- 
erating expenses. As an example, I 
can point to the inclusion of regular 
and reasonable depreciation upon bank- 
ing house, furniture and fixtures among 
operating expenses in the FDIC earn- 


ings report form. It is argued by many 
bankers and accountants that provisions 
for normal losses in bank earning assets 
should likewise be considered an oper- 


ating expense. We do know that, dis- 
regarded, these claims have ruined thou- 
sands of banks. 

Provision for losses and depreciation 
of this type is simple and indispensable. 
It involves recognition of the follow- 
ing facts: 

1. The income received on earning 
assets is not all intended as wages on 
the funds invested. It is partly a pre- 
mium against risk assumed by making 
the loan or investment. Differences 
in the coupon rate and the yield on 
obligations of various borrowers in 
times like these do not occur because 
funds are worth more to one borrower 
than to another. They exist, rather, 
because of differences among borrow- 
ers as to credit standing, net worth, 
and earning power—factors affecting 
the risk a lender assumes when he 


trades his cash for a promise to pay at 
some future date. 


2. The loss record of various types 
of assets can be determined with a rea- 
sonable degree of accuracy. A bank’s 
own records and the banker’s knpwl- 
edge of business trends in his own com- 
munity make development of loss ra- 
tios for loans comparatively easy. In- 
formation concerning the behavior of 
securities is not so readily available, 
but sample studies of the records of 
securities of various kinds have been 
made, and there is currently in process 
an exhaustive study of the behavior of 
investment securities during the last 
twenty years. 

3, and finally, that part of income 
on earning assets which is meant to be 
a premium against risk assumed should 
be used exclusively to absorb losses 
resulting from realization of risk. 
Prompt acknowledgment and elimina- 
tion of known losses and the estab- 
lishment of valuation reserves to care 
for losses that will arise as a by- 
product of routine banking business 
are essential principles of good bank 
management. 


Prevention of Losses a Joint 
Responsibility 


The chain of responsibility, then, 
seems roughly to run like this: It is 
the banker’s duty to exercise care and 
judgment in the selection of his earn- 
ing assets, to absorb currently, either 
through charge-off or through valua- 
tion reserves the losses and deprecia- 
tion that experience indicates to be 
the bank’s normal expectancy, and to 
maintain capital cushions adequate to 
absorb catastrophe losses to which his 
bank may be subject; it is the respon- 
sibility of Government to supervise the 
operations of banks effectively so that 
public confidence will be maintained 
and panic will not again force liquida- 
tion at sacrifice prices and to provide 
adequate rediscount facilities to permit 
banks to meet true emergency demands 
of their depositors without having to 
liquidate in what may be depressed 
markets. 
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Deposit Investment Analysis . 


By J. C. MInsHULL 
Deputy Supervisor of Banking, Olympia, Wash. 


NE proposition which I believe is 

seldom, if ever, sufficiently con- 

sidered by our banks is that of the 
character and integrity of deposit vol- 
ume. By this I mean that the banker 
fails to make such analysis of his de- 
posits as will enable him intelligently 
to invest those funds. This would seem 
less essential in times such as we are 
now experiencing, when cash reserves 
are above minimum ordinary require- 
ments and in greater volume than we 
can satisfactorily employ. But the time 
will come when, if that analytical in- 
formation is available, it will stand the 
banker in good stead. 

Most of us, in a casual sort of way, 
compute or estimate the portion of our 
demand deposit accounts that may be 
subject to quick withdrawal, particu- 
larly as to large accounts; and none 
will regard those as being available 
for investment in any form. However, 
insufficient attention is given to the 
savings deposits. 


I suggest the propriety of an analy- 
sis of your savings deposits with a 
view to determining what portion 
thereof represents’ “lieu investment 
funds.” That is, those funds that are 
placed in a savings account for con- 
venience in order that insurance protec- 
tion may be had, and because the 
owner is ‘temporarily satisfied with a 
2 per cent return, but whose intention 
is to withdraw those funds at the first 
favorable opportunity for investment. 
The banker can determine for him- 
self, to a fairly accurate degree, what 
his volume of such funds may be, and 
they should be employed with the ob- 
jective in view that the investment will 
have to be liquidated to pay the de- 
posit withdrawal. 


‘‘The banker fails to make 
such analysis of his deposits as 
will enable him intelligently to 
invest those funds. This would 
seem less essential in times such 
as we are now experiencing, 
when cash reserves are above 
minimum ordinary  require- 

- ments and in greater volume 
than we can satisfactorily em- 
ploy. But the time will come 
when, if that analytical infor- 
mation is available, it will stand 
the banker in good stead,’’ 
counsels Mr. Minshull in the. ac- 
companying portion of a recent 
address before the Washington 
Bankers Association conven- 
tion. 


Certificate of ‘‘Deposit’’ 


A situation that has arisen since the 
advent of deposit insurance, and since 
large business enterprises have surplus 
cash, is the practice of out-of-state con- 
cerns circularizing insured banks to so- 
licit their certificates of deposit in 
amounts up to $5,000.. Such funds in 
truth are not deposits. They are bor- 
rowed funds. They are not a part of 
your community, they have no interest 
in its well-being or in its development, 
and no good interest in your institu- 
tion. They are “froth” and never 
should be accepted, and if they have 
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The 
Federal Reserve Bank 
of Boston 


By 
JosEPH H. TAGGART 


ERE for the first time in book 
form is a complete treatise on 

the history, economic background, 
organization and operation of the 
Federal Reserve Bank of Boston. 
It is one of a series of investiga- 
tions into various phases of bank- 


ing history undertaken by the . 


faculty and graduates of Columbia 
University. 


The author, who is on the fac- 
ulty of the University of Kansas, 
is a native of Massachusetts. Be- 
sides a careful study of all of the 
available data, he has supplemented 
his research with personal inter- 
views with officials of the Federal 
Reserve Bank and Boston bankers. 


The book contains 75 tables and 
15 charts. The price is $5 deliv- 
ered. Examine a copy on 5 days’ 
approval. 


Price $5 delivered. 


2222 22 eee een enennae 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“The Federal Reserve Bank of Boston” 
by Joseph H. Taggart. At the end of 
5 days I will either remit $5 or return 
the book. 


wwwwewwewwwwwwwwwwwes 


been accepted they should be invited 
to leave at the next maturity date. 

If you think such funds can prof- 
itably be invested, try out this formula: 
Compute your average reserve against 
deposit liability for the past year. De- 
duct from the amount of the “froth” 
deposit the amount representing that 
reserve. Compute a return upon the 
invested portion equal to the gross you 
receive upon an investment that you 
would purchase with the funds and 
which you would sell to liquidate the 
certificate. Then compute interest on 
the certificate. If you have grossed 3 
per cent on the investment and paid 2 
per cent on the deposit, and had an 
average cash reserve of 30 per cent, 
you have grossed a profit of $5.00 in 
one year, and out of that you have 
paid $4.17 insurance to the FDIC for 
a net return of 83 cents. 


Interest on Time Deposits 


I would not have you conclude that 
I regard unfavorably a sizable volume 
of interest-bearing or time deposits. I 
believe they constitute one of the most 
important basic factors for profitable 
operation of our banks. By their very 
nature, and to a fair proportion of their 
stable volume, they warrant investments 
in mortgage loans and sound securities. 

The individual who by practice of 
thrift can create capital for himself 
already has qualified for some type of 
business. He is a desirable customer. 
In fact, I long have entertained the 
hope that in the not distant future we 
may be able to offer him a higher rate 
than we can now pay. Two per cent 
relatively is much less than can now 
be obtained over a long period of time 
when invested in U. S. Savings Bonds, 
or when compared with the rates of- 
fered by savings and loan associations 
with loud-spoken assurance and promi- 
nently emblazoned advertisements of 
Government insurance. These attrac- 
tive invitations are being accepted, and 
once these deposits remove themselves 
to competitive institutions, I am firm 
in the belief that, having found a sat- 
isfactory haven, they will have been 
irretrievably lost. 
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Make Your Employees Truly 
A Part of the Bank 


By S. N. Pickarp 
President, National Manufacturers Bank, Neenah, Wis. 


LARGE number of the banks in the 

country have, I presume, made 

completely satisfactory arrange- 
ments for the material well-being of 
their employees. On the whole I sus- 
pect that wage and hour arrangements 
are better than those in common de- 
mand. In addition it is customary ‘to 
provide retirement benefits, insurance, 
vacations with pay and to assist ambi- 
tious young bankers in improving them- 
selves by supporting attendance at 
courses such as those of the American 
Institute of Banking. These material 


arrangements are eminently satisfac- 
tory, I take it, but there is a spirit 
abroad, as I see it, which requires, if 


we are all to benefit, the adoption of 
a newer psychology. We should recog- 


There is no doubt as to bank- 
ing’s very real need for well- 
informed employees who know 
the right answers and can de- 
fend or properly sell their insti- 
tutions to the public. 

Even more, however, do we 

‘need employees who, because 
they have been made to feel that 
they are integral parts of their 
bank, are enthusiastic advocates 
of the policies and practices of 
their own institutions and of 
banking as a whole. 

In the accompanying article, 
which is a portion of an address 
given before an Illinois Bank- 
ers Association conference, Mr. 
Pickard stresses the necessity of 
‘‘making your employees truly 
a part of the bank.’’ 


nize the great desire on the part of em- 
ployees, although perhaps inarticulate, 
to be considered an integral part of 
each business and not merely as bits 
of machinery, isolated in function and 
easily replaced. Most employees in the 
banking business enter that business for 
life. We do not encourage turnover 
and there are enough instances where 
people have risen through the ranks to 
positions of great responsibility, to en- 
courage the type of employees we: like 
to attract. Gre 

Two considerations are involved in 
this particular problem. The first is an 
improvement in the esprit de corps of 
the bank, which inevitably results in 
better service to the community. What 
are we to expect of an employee who 
has a routine job, without mental rela- 
tionship to the other jobs in the bank, 
when it comes to the necessity for de- 
fending or selling that institution to the 
public? 

Here’s a concrete illustration from 
current news. Jesse Jones has for a 
year or more stated periodically that 
the banks should loan more freely. Also 
periodically some bank or banking 
group replies that they take every loan 
possible—but that business doesn’t 
want loans. If claims and counter- 
claims do not confuse the public, noth- 
ing will. And out of confusion come 
questions. How will your employees 
answer them? What information have 
you given them to pass on to your cus- 
tomers,—the ones you never meet,—and 
to those whom they meet socially? 
Banks want the public to believe their 
side, or they wouldn’t make so many 
statements. Yet most bank employees, 
I dare say, have no answer to the argu- 
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ment—“Why your own bank turned 
down my brother-in-law only a week 
ago!” Only if those associates of ours 
are given adequate information on the 
number of business men_ helped, the 
bank’s policy on lending, the truth about 
the lengthened term of business loans 
and the like, can they hope to set 
straight the unjustified criticisms of our 
banks which, uncontradicted, spread 
like wildfire. 

I realize that several thousand banks 
have given their employees courses in 
constructive customer relations, and I 
do not belittle that effort. But that, 
after all, is not the final goal,—it is 
merely a base. There follows naturally 
and logically upon such courses a de- 
liberate creation of opportunity for each 
employee to become familiar with his 
institution as an _institution;—oppor- 
tunity for each to grasp the full signifi- 
cance of his bank as a community enter- 
prise and also its relation to banking 
generally. I am talking about an op- 
portunity which should be afforded 
every associate of ours, to be as fully 
informed as possible on current finan- 
cial and economic problems. I am talk- 
ing about the mental reaction of em- 
ployees who find themselves equipped 
to discuss these matters with their fel- 
lows socially in intelligent fashion and 
the satisfaction which must arise out 
of that ability. I am talking about the 
inevitable appreciation of those em- 
ployees toward a management which so 
equips them. That psychological value 
is by no means intangible. It reflects 
itself in everything that the ambitious 
employee does. It increases his good 
opinion of himself by making him more 
worthy of the good opinion of others. 
It results in a more astute and informed 
word-of-mouth advertising for the insti- 
tution. We are accustomed to set aside 
substantial advertising budgets so that 
the public will be favorably disposed 


toward our banks. Perhaps we have 
overlooked the most obvious advertis- 
ing tool of all, which is a general im- 
pression that “the folks in this bank 
know what it’s all about.” That’s not 
a bad idea to have in the public mind. 

There is another advantage of taking 
our employees into our confidence and 
of informing them concerning other 
than routine duties. Our banks have 
definite opinions,—and reasons,—as to 
what constitutes sound finance and 
sound economics. Those convictions 
and reasons should be passed on to an 
ever-growing circle of acquaintances of 
our own staffs. If we believe that cer- 
tain pieces of legislation are inimical 
to the economic welfare of our com- 
munities or of the country, we can say 
so effectively through the mouths of our 
associates, as well as through the texts 
of institutional advertisements. The 
banker who has sufficient courage to 
speak out may magnify his voice ten- 
fold or a thousandfold by giving to his 
associates the same information which 
they in turn can spread with conviction. 

Lest I be misunderstood, I do not 
want you to think that I am recom- 
mending a course of “spoon-feeding” 
for these associates of ours. There is 
relatively little to be gathered by 
Jovian pronouncements from the man- 
agement which the employees are pre- 
sumed to accept as final. I am advo- 
cating, rather, a constant series of dis- 
cussions which those employees suf- 
ficiently interested and sufficiently am- 
bitious to participate. It is important 
that these associates of ours be con- 
vinced. It is important that they have 
an opportunity to ask questions, to 
voice doubts and even to disagree, for 
it is only by thorough discussion that 
each may become an adequate advocate 
of those policies and practices to which 
we are devoted. Make your employees 
truly a part of the bank! 


‘‘Only if those associates of ours are given adequate information on the 
number of businessmen helped, the bank’s policy on lending, the truth about 
the lengthened term of business loans and the like, can they hope to set 
straight the unjustified criticisms of our banks which, uncontrolled, spread 


like wildfire.’’ 
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SURVEY 


A condensation of recent studies or reports on various phases of banking, 
finance and economics issued by banks, magazines, advisory services, business 
associations, Government bureaus and other organizations. 


BANK EARNINGS PROSPECTS 


Survey, Standard Statistics Company, 
New York 


HE steady decline in net operating 
‘TF asin of banks which began in 

the last quarter of 1937 apparently 
was arrested in the first quarter of 
1939. Substantial bond profits were 
responsible for relatively favorable in- 
dicated earnings (as distinct from 
operation earnings) in a number of 
cases in the first quarter. 

Bond profits were again a factor in 
the second quarter, despite the fact 
that banks were more intent on buying 
than on selling securities. Some banks 
undoubtedly took advantage of the 
active market and new high prices for 
Government bonds and garnered some 
profits. However, net operating earn- 
ings (which exclude realized profits) 
were, at best, only slightly higher in 
the second quarter than in the first. 

The failure of earnings to increase 
more than slightly reflected the con- 
tinued low level of earning assets, 
indicated by reporting member banks 
in 101 cities as follows: 


Dec. 31, 1938 
March 29, 1939 
June 7, 1939 


While demand deposits alone in- 
creased over $1,000,000,000, or more 
than 6 per cent (time deposits and 
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inter-bank deposits increased too) in 
the ten weeks through June 7, total 
loans and investments rose only $216,- 
000,000, and loans by themselves 
actually declined. 

The reduction in loans reflected a 
decrease in loans to brokers and loans 
on securities; commercial loans _re- 
mained largely unchanged. Com- 
mercial loans, however, should have 
reflected seasonal improvement, and 
the prospect is that a dull summer 
season will find them going down. 

The bulk of the increase in invest- 
ments since March 29 was in low- 
yielding Treasury bills and _ notes. 
Thus, continued emphasis has _ been 
placed on the most conservative of in- 
vestments. Holdings of Treasury bonds 
and Government guaranteed issues 
probably increased just about enough 
to offset the reduction in loan income. 

At March 29, 1939, about 40 per 
cent of member banks’ aggregate hold- 
ings of direct and fully guaranteed 


Total 
Loans 


Total Demand 
Investments Deposits 
(In millions of dollars) 
13,219 
13,388 
13,679 


15,986 
15,991 
17,057 


U. S. Government obligations had 
maturities of less than five years. For 
New York City member banks, how- 
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ever, the ratio was 45 per cent, against 
42 per cent for Chicago member banks, 
31 per cent for reserve city member 
banks, 29 per cent for country banks, 
Since March 29, moreover, New York 
City banks, with a few notable excep- 
tions, have confined security purchases 
largely to short term issues. Thus, they 
are relatively well prepared for any 
increase in money rates. 

Besides showing great conservatism 
in their selection of investments, the 
New York City banks have maintained 
unusually large cash balances. At 
March 29, 1939, they had approxi- 
mately 40 per cent of their total re- 
sources in cash items, whereas all 
member banks had 32 per cent. 

It is clear that banks (especially the 
large metropolitan banks) could in- 
crease their earnings by (1) lengthen- 
ing the average maturity of securities 
held or (2) utilizing a larger propor- 
tion of their funds. The banks, however, 
will have no opportunity to use their ex- 
cess (cash) reserves properly until gen- 


eral economic conditions have improved 
sufficiently to create a better demand 
for loans. Such a change is not in 
prospect until this fall, at the earliest, 
but no important improvement is ex- 
pected even then. As for buying more 
securities or lengthening the average 
maturity of investments held, the banks 
cannot afford to take the risks involved 
in buying long terms at current high 
prices. 

While many banks are supplement- 
ing returns from loans and investments 
with substantial proceeds from service 
charges and special check fees, and 
some banks have been reducing ex- 
penses slightly by lowering the interest 
rate paid on savings deposits, operating 
expenses generally are not subject to 
any sizable reduction. 

Thus, the prospect is that bank earn- 
ings will continue around current low 
levels, probably through 1939, with 
the possibility of slight improvement 
toward the close of the year, if business 
conditions generally are better. 


THE BUDGET BALANCE OUTLOOK 


Guaranty Survey, 


Guaranty Trust Company of New York 


HE outlook for balancing the 

budget by further increases in tax- 

ation is not promising. The tax 
burden on the people of the United 
States for the support of the Federal 
Government alone increased more than 
$2,000,000,000 between 1930 (the last 
year in which the budget was balanced) 
and 1938, but a further increase of 
more than $3,000,000,000 above the 
1938 total would be required to bal- 
ance the budget at the present level of 
expenditures. Tax rates are already so 
high that they appear to be exerting a 
strong deterrent effect on business. 
Taxes on business concerns must either 
raise prices and reduce demand, or di- 
minish profits and discourage expan- 


sion. Taxes on individuals diminish 
their purchasing power and lower their 
capacity to consume the products of in- 
dustry and to finance the growth of 
business. It is a serious question 
whether the economic life of the coun- 
try could bear further heavy increases 
in the tax burden without a disastrous 
impairment of productivity. 
Substantial relief must come, there- 
fore, through reduced expenditures. Of 
the more than $9,300,000,000 of ex- 
penditures in prospect for the coming 
fiscal year, only about $3,300,000,000 
is for the ordinary and indispensable 
functions of government; and this in- 
cludes the extraordinarily high figure 
of $1,400,000,000 for national defense. 
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The remaining $6,000,000,000 is for 
what may be broadly described as so- 
cial purposes, including relief and pub- 
lic works, aid to agriculture, social 
security, and payments to veterans. Any 
hope of balancing the budget through 
substantial savings in the cost of gov- 
ernment must lie primarily in these 
classifications, together with some pos- 
sible reduction in expenditures for 
national defense. 

Today we face the prospect of an 
indefinite continuance of debt expan- 
sion in the hope that further Govern- 
ment spending will raise the national 
income to a point where the increased 


tax yield will balance the budget. Ex- 
perience does not encourage this hope. 
Events of the last few years, like those 
of more remote inflationary episodes, 
tend to show that public spending can- 
not possibly provide an adequate sub- 
stitute for private spending, and that, 
once the process is begun, successive 
doses of the artificial stimulant are re- 
quired to prevent collapse. Obviously, 
the process cannot go on forever. The 
only escape from the vicious circle that 
does not lead to economic chaos lies in 
the reéstablishment of a sound fiscal 
policy and the removal of the burdens 
and restrictions that have deprived busi- 
ness of its incentive to expand. 


WAR’S EFFECT ON OUR BANKING SYSTEM 


Institute of International Finance, 


New York University 


(Note: A European war in which the 
United States is not involved cannot ad- 
versely affect the United States to any ap- 
preciable extent during the period of hostili- 
ties, according to a bulletin entitled “Pos- 
sible Economic Effects of a European War 
on the United States,” issued by Dean John 
T. Madden, Director of the Institute of 
International Finance of New York Uni- 
versity. In discussing the possible effects 
of such a war on the banking system, the 
bulletin’s statement is as follows:) 


HE banking situation at present is 

far different from what it was in 

1914, and it is not expected that 
the outbreak of hostilities in Europe 
would create any serious difficulties for 
the banking system in the United States. 
New York has developed into a world 
financial center, with adequate machin- 
ery and resources to handle interna- 
tional transactions. The banks, as a 
whole, with over $4,000,000,000 of ex- 
cess reserves, are in a very liquid posi- 
tion, and the Lombard provision of the 
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Banking Act of 1935 enhanced the 
liquidity of their secondary reserves. 

On December 31, 1938, the ratio of 
cash on hand, balances with other 
banks and cash items in process of col- 
lection to total assets of all banks in- 
sured by the Federal Deposit Insurance 
Corporation, was 29.8 per cent, as 
against a ratio of 18.7 per cent for all 
banks in the country on June 30, 1914. 
On the latter date, loans and discounts 
constituted 56.7 per cent, and invest- 
ments 20.7 per cent, of total assets, 
while these ratios for insured banks on 
December 31, 1938, were 28.4 per cent 
and 37.9 per cent respectively. 

This shift in earning assets subjects 
the banks today to greater danger of 
losses on investments because of the 
possibility of a rise in interest rates 
than in 1914. It is not expected that 
interest rates will rise, but should such 
a probability develop, it is reasonable 
to assume that in the interest of safety 
of the financial institutions of the coun- 
try, the monetary authorities will en- 
deavor to prevent a material increase. 
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BANKLESS SATURDAYS 


Flatbush Record, Brooklyn, N. Y. 


(Note: While it may not be necessary 
to provide a skeleton staff to make change 
and provide a safe place for week-end de- 
posits, banks closing on Saturdays might 
well extend practical public relations effort 
to the point of selling local merchants on 
the idea of securing sufficient week-end 
change on Fridays, and on the use of 
after-hour depositories or similar service 
which the bank may have to offer. Without 
such public relations effort, considerable 
criticism of banking is likely to result from 
Saturday closings—as the following por- 
tion of a newspaper editorial well illus- 
trates:) 


O person begrudges bank clerks, 

tellers, et al a day off. They work 

hard, despite what our teachers 
told us when we were in the primary 
grades, and furthermore, they receive 
inadequate wages. 

We are fully aware that the clerks 
do not leave the banking houses on the 
stroke of three o’clock to head for the 
golf course or their palatial yachts. 


We know they must stay to check and, 
Clerks must stay if. 


recheck figures. 
their accounts do not tally, if there is a 
penny out of balance. 

Well and good, but what about the 
customers? Are they not to be consid- 
ered? Which brings up the matter of 
bankless Saturdays. 


Storekeepers of Flatbush and else- 


where faced their first bankless Sat- 
urday last week. They sought hither 
and yon, but they could not get change. 
A $5 bill toward the end of the day 
looked as big as the Empire State 
Building. Change was at a premium. 


Some customers are petulant when 
they have to wait for change. Some 
even walk out of a store. This is not 
conducive to good business. 


Lack of change is not the real issue. 
It is not the real danger. From Fri- 
day at three o’clock to Monday at nine 
in the morning is too great a stretch. 
Merchants and others now have to keep 
their moneys until the reopening of 
the banks. 

Here is a situation that is fraught 
with danger. Checks can be indorsed 
“For Deposit Only,” and hence be al- 
most safe, but bills and coin are still 
currency and are readily seized by any 
bandit. 

Unless the banks make some provi- 
sion for the greater accommodation of 
their patrons there will be a bandit 
wave that will empty the stores of 
money held to await the opening of 


the banks. 


The least the banks can do is to put 
on a skeleton staff on Saturdays to re- 
ceive the moneys of their patrons and 
not wait until there is a new crime 
wave. 


DANGERS OF THE MEAD BILL 


Executive Committee, Chamber of Com- 
merce of the State of New York 


NLESS it is the purpose of the 
advocates of the proposed legisla- 
tion to break down deliberately 
the present approved and tested stand- 
ards of safety in making bank loans 
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and permit dubious and undesirable 
risks to be reclassified as acceptable, 
your committee can see no _ justifica- 
tion for enactment of the Mead bill. 
In addition to being an invasion of 
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a legitimate field of private enterprise, 
such legislation is dangerous, in our 
opinion, for the following reasons: 

It would either (1) load the banks 
with unsound loans in the event that 
credit restrictions were lowered, or (2) 
fail to make it easier for small busi- 
ness to obtain loans if the credit bars 
were not let down. 

Even if the spread of the risk or loss 
would limit an individual bank’s risk 
of loss, as Senator Mead contends, the 
total loss on a bad loan would still be 
as great and eventually would have to 
be made good by the taxpayers. 

The Mead bill is an invitation to 
business management to lower its stand- 
ards. It suggests the question, Why 
should one business corporation main- 
tain a high bank credit rating when 
Government insurance will enable an- 


other company with a poor rating to 
borrow money just as readily? 
Senator Mead’s plan in its present 
form potentially is inflationary because 
of the easy-money temptation it would 
offer to some business concerns to 
finance an over-expansion of activities. 
Neither the Mead bill nor any other 
credit panacea, in the opinion of your 
committee, will go far toward solving 
the present troubles of this nation. 
What is needed is not more laws which 
would put the Government still deeper 
into the field of private enterprise, 
but the adoption of a policy by the 
Government which would give legiti- 
mate business the incentive to exer- 
cise courageously its own initiative in 
solving its own problems and in lead- 
ing the country back to prosperity. 


THE DECLINE OF WALL STREET 


Fortune 


(Note: Devoting its entire July issue to 
twenty-one articles about New York City, 
Fortune magazine suggests that stagnant 
business conditions are in large measure 
due to New York’s loss of its greatest func- 
tion—the promotion of new industry. For- 
tune explains that this loss affects busi- 
ness throughout the country because the 
city is no longer able to balance with 
financial services, as in the past, the stu- 
pendous unfavorable balance of trade which 
it generates as the biggest customer of 
U. S. business and agriculture. Follow- 
ing is a portion of Fortune’s comment on 
the transfer of economic leadership from 
New York City to Washington:) 


HE present relationship between 
New York and Washington is cru- 
cial. In 1933, Washington became 
the economic headquarters of the U. S. 
in the sense that the leadership that 
had formerly resided in the New York 
investment banks was transferred to 
Washington and the integration of the 
economy proceeded from there. 
As to Wall Street’s decline, only one 
set of statistics needs to be cited. In 
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1920, new corporate security issues to- 
taled $2,966,000,000, of which 91 per 
cent represented new money, and only 
9 per cent refunding. In 1925, they 
totaled $4,737,000,000 (87 per cent 
new money), and in 1929, $10,026,- 
000,000 (86 per cent new money). 

All of this business did not accrue 
to New York, although New York pro- 
vided the leadership and got the lion’s 
share of the profits. But of what hap- 
pened subsequently there was no lion’s 
share. 

In 1933, new issues reached a low 
of $382,000,000, of which only 42 per 
cent was new money. In 1935, they 
were $2,268,000,000, but only 18 per 
cent was new money; and in 1938, 
despite the 1937 recovery, they totaled 
only $2,075,000,000, of which only 41 
per cent was new money. These fig- 
ures are eloquent of New York’s loss 
of its great function: the promotion of 
new industry. 

The transfer to Washington of the 


169 





basic ideas concerning the economy has 
reduced the New York financier to the 
status of a highly paid clerk. He has 
two basic criteria: what Washington 
tells him to do, and what his own law- 
yers tell him not to do. It is scarcely 
a heroic role. 

As Fortune has consistently pointed 
out, the kind of economy we have had 
ever since the industrial revolution has 
brought man more material wealth and 
a higher standard of living than any 
economy in history; and New York 
City is the fitting, the complete symbol, 
of that advance. In this—and perhaps 
in this alone—the importance of New 
York surpasses the importance of Lon- 
don. Not only would New York never 
have existed without the industrial rev- 
olution, but it is doubtful whether that 
revolution could have been carried for- 
ward in this country without New York. 


The question is then, whether the 
industrial revolution has reached its 
full expression or not. And in decid- 
ing this, the present relationship be- 
tween New York and Washington is 
crucial. The assumption in Washing- 
ton is, generally speaking, that the 
U. S. has lost its power of growth— 
that the frontier has been reached— 
that we are faced with a contracting or 
stationary economy—and that hence- 
forward progress can be achieved only 
by means of plans centralized in Wash- 
ington. The assumption of the capital- 
ist, when he dares to assume anything, 
is that while the physical frontier has 
indeed been reached, a vast technologi- 
cal frontier lies ahead; and that the 
only way to open up this frontier is to 
turn the leadership back to him, which 
is to say, back to New York. 


THE BUSINESS OUTLOOK 


SELECTED 


The First National Bank of Boston 
New England Letter 


While the near term domestic out- 
look is more favorable, the long-range 
prospects are obscured by uncertainty 
ever the huge spending program of the 
Kederal Government and burdensome 
taxes. Federal expenditures for the 
fiscal year ended June 30 of this year 
will be over $9,000,000,000 — the 
highest in peace-time history, and ap- 
parently no serious efforts are being 
made to bring the budget into balance. 

While governmental spending may 
have a temporarily stimulating effect, 
in the long run it has a restraining 
influence as the resultant taxes add to 
the cost, which in turn lessens demand 
and thereby increases unemployment 
with its inevitable demand for relief. 
Thus a vicious circle is formed. From 
the standpoint of business management, 
heavy taxes not only diminish profits 
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but chronic deficits becloud the future 
outlook with the consequence that long- 
term plans are deferred and capital 
marks time. 

The spell of depression can be 
broken only by restoration of con- 
fidence, which in turn is dependent 
upon removing the unnecessary _re- 
strictions on business enterprise and 
the adoption of sound fiscal policies 
by local, state and Federal govern- 
ments. Under these favorable condi- 
tions the profit incentive would release 
capital into private enterprise with a 
consequent increase in business activity 
and employment. 


The Cleveland Trust Company 
Business Bulletin 


Business activity turned sharply up- 
ward from May to June. Last Decem- 
ber the index of the physical volume 
of industrial production, as measured 
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by the data of the Federal Reserve Sys- 
tem, stood at 104. It declined to 102 
in January, and to 99 and 98 in 
February and March. Then it fell 
abruptly to 92 in April and May. The 
recovery in June carried it back up- 
ward to the 98-99 level of February 
and March, giving the record of busi- 
ness activity during the first half year 
a V-shaped pattern. Improvement 
seems to be continuing in July. 

There appear to have been three 
principal causes which account for the 
decline from December to May. One 
was the continued tension abroad with 
its recurrent threats of war. A second 
was the shutting down of the coal mines 
in April and May. The third restrictive 
factor was less obvious than either of 
these two, but probably more impor- 
tant. It was a sharp decrease of the 
inflow of funds contributed by new 
corporate financing. In the past four 
quarters those funds declined from 450 
millions, to 191 millions, to 89 mil- 
lions, and then increased a little to 151 
millions. . Such changes have delayed 
effects on business, but important ones. 

Meanwhile the net contributions of 


Federal spending have been running 
rather steadily at about 12 million dol- 
lars per business day, while those of 
state and municipal financing have aver- 
aged about four million dollars a day. 
It now seems reasonable to expect that 
there will be a well sustained inflow of 
funds from Federal spending and from 
state and municipal financing during 
the remaining months of the year, but 
there is little basis for judging how 
large the contribution from new cor- 
porate issues is likely to be. 

Agricultural prospects are good, and 
retail trade is holding up well, and 
particularly so in the rural districts. 
Building construction is making a dis- 
tinctly better record than it did last 
year or the year before, although there 
was a decline in residence building in 
June. The automobile companies have 
already closed down most of their 
plants for the change-overs to the pro- 
duction of the 1940 models, but even 
so the June output of 10 thousand was 
larger than had been expected, and 64 
per cent above that of June of last year. 
War threats are still the greatest busi- 
ness deterrents. 


SAVINGS BANK LIFE INSURANCE EXPERIENCE 


New York Savings Bank Life Insurance Council 


EPORTS from the savings banks 
issuing Savings Bank Life Insur- 
ance in New York state show that 

$4,074,450 of insurance is now in force 
after six months of operation. In 
Massachusetts, which was the pioneer 
state in this field, it was seven years 
before the system reached the four mil- 
lion dollar figure. 


Six banks are now issuing life insur- 
ance policies in New York, with seven 
banks acting as agencies. Although it 
is possible to apply for $3,000 of Sav- 
ings Bank Life Insurance, the figures 


of the banks show that 78 per cent of 
the applications are for $1,000 or less, 
the average being $1,150. Forty-two 
per cent of the applicants state that they 
have no other insurance. About 70 
per cent are not savings bank deposi- 
tors. 

Figures just received from Massa- 
chusetts. show that sales of Savings 
Bank Life Insurance there for the last 
eight months have increased 29.66 per 
cent over the corresponding period last 
year, $170,000,000 of this form of insur- 
ance now being in force in that state. 
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VIEWS 


Recent speeches given before national, regional or state groups—digested or 


excerpted for your convenience. 


EDUCATION AGAINST COUNTERFEITERS 


By Jutian T. BaBeR 
Office of Chief, 
U. 8S. Secret Service, Washington, D. C. 


HEN a bank detects a counterfeit, 
the teller making the discovery 
notifies the depositor. There may 
be in the teller’s voice a tone of regret 
intended to register sympathy. Now, 


if that customer had been forewarned 
by the bank, there is a strong proba- 
bility he would not have been deceived 
by the bogus note or coin. 

In your public relations program, 
can you think of a better public service 
to your community than the sponsor- 


ship for the benefit of your customers, 
and others who may not be customers, 
of an educational campaign having for 
its object the dissemination of infor- 
mation calculated to protect the public 


against the forays of the counterfeiter? 

Such a campaign will develop a type 
of protection which is denied the aver- 
age person through no fault of his 
own. An occasional meeting arranged 
by your bank in any public auditorium, 
with one of your officers or a Secret 
Service agent as lecturer, will interest 
large groups when properly advertised. 
A form letter concerning counterfeit 
money, supplemented with helpful sug- 
gestions and recommendations, mailed 
out with your monthly statements and 
other literature, will arouse customer 
interest and also develop customer in- 
terest in the bank.—Washington Bank- 
ers Association convention. 


LENDING OUR WAY TO PROSPERITY 


By Cor. Leonarp P. Ayres 
Vice-President, 


The Cleveland 


T is proposed to put huge additional 

sums of money into circulation by 

having private banks and public 
banks make great numbers of loans 
which are to be guaranteed by the Gov- 
ernment. It is planned to make loans 
for public projects as well as for pri- 
vate ones, and by doing the spending 
that way the need for having the money 
appropriated by Congress can be 
avoided. The voting public is becom- 
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Trust Company 


ing increasingly aware that public 
spending has got entirely out of con- 
trol, and this new set of plans for guar- 
anteed lending is a most ingenious po- 
litical device designed to circumvent 
public opposition to spending. 

This new movement for lending our 
way out of depression has gained great 
momentum without attracting much 
public attention. The newspapers have 
given it little space. Probably we have 
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seldom had in our history so dangerous 
an instance of the failure of our people 
to pay attention to a development that 
gravely threatens our whole national 
future. 

There appear to be three chief un- 
favorable economic implications that 
are inherent in the projects for insur- 
ing loans made to small businesses. 
The first is that these loans are far 
more hazardous than insured loans se- 
cured by new building construction. The 
second consideration is that insured 


loans will not be very helpful as a re- 
covery measure because they will not 
bring much aid to the heavy industries 
where unemployment is most serious. 
The third unfavorable economic con- 
sideration is that insured loans for busi- 
ness ventures that cannot now secure 
bank credit really constitute a form of 
Government subsidy which will create 
serious new competition for small busi- 
nesses that are now in successful oper- 
ation—From a lecture before The 


Graduate School of Banking. 


EXCHANGE OF PERSONAL LOAN DATA 
By W. F. KELiy 


Manager, Time Sales Division, 
The Pennsylvania Company, Philadelphia 


N Philadelphia we handled personal 

loans for several years before we 

succeeded in organizing an associa- 
tion of banks engaged in this business 
and providing a central bureau for the 
exchange of information on loan appli- 
cations, to provide against duplication 
of loans and pyramiding. 

This bureau has operated very suc- 
cessfully for its six months of life, and 
its members are unanimous in feeling 
that its cost is already paid for several 
years ahead through the savings it has 
already effected. 

Something of this sort should cer- 


tainly be arranged in any community 
where two or more banks are offering 
consumer loans, particularly now when 
bank activity is so marked. Many 
losses from personal credit are directly 
attributable to the practice of individ- 
uals obtaining loans from more than 
one source. After organizing the bu- 
reau we were astonished to find the 
large number of names that were du- 
plicated in either open loans or previ- 
ous experience.—From an address be- 
fore the first annual conference of the 
Bankers Association for Consumer 


Credit. 


“SMALL BUSINESS” LOAN PROBABILITIES 
By Leo M. CHERNE 


Executive Secretary, 
Tax Research Institute of America, Inc. 


GROWING probability is that the 
Mead bill will be amended before 
passage to reflect the recent testi- 
mony of Marriner Eccles, Chairman of 
the Federal Reserve Board, urging that 
in addition to the RFC insurance loans 
to business, an industrial loan corpora- 
tion be set up as an integral part of the 
Federal Reserve System to (1) extend 
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direct capital advances to small busi- 
nesses by purchasing the obligations of 
preferred stock of such firms up to 
$1,000,000 for each borrower; and (2) 
to have the member banks of the Fed- 
eral Reserve System make insured loans 
of up to $25,000 to each individual 
borrower limited to ten-year maturity. 

Whether or not Eccles’ suggestions 
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are accepted as they stand, it is almost 
certain that the Federal Reserve regu- 
lations on loans to small business will 
be modified in the very near future, 
enabling more liberal loans on inven- 
tories, as well as warehouse receipts 
on merchandise which is being held in 
storage. 

The New Deal to date has centered 
its program about the improvement of 
the “ill-fed, ill-clothed, ill-housed” at 
the expense of “that small percentage 
of economic royalists.” Those who 
fell into neither group prospered or 
collapsed according to the effect of in- 
dividual plans designed to rehabilitate 


one group and destroy the other. Now, 
really for the first time, the Govern- 


‘ment program is designed to affect those 


previously not in the Washington spot- 
light. . By the extension of credit to 
small business it expects to endear itself 


to this group which will be vital in 


1940. If a system of governmental 
capital credit can be worked out, the 
Federal Government will supplant Wall 
Street as the ruler of the economic des- 
tinies of American business.—From an 
address before the Controllers’ Con- 
gress, National Retail Dry Goods Asso- 


ciation. 


ORGANIZATIONS IN THE DOG HOUSE 


By BernarD LICHTENBERG 


President, 
Institute of Public Relations, Inc. 


ET no false notion about the situ- 

ation in industrial public rela- 

tions. Good work—the best in 
our history—is being done for many 
companies. Where it lags, sheer igno- 
rance in high quarters makes it lag. 
It is ignorance of what people really 
think and want. Ignorance of what 
their present minds and habits really 
are. 

This is the ignorance I urge you to 
face boldly, and to cure. How quickly 
you and I can name industries, indi- 
vidual companies, and other organiza- 
tions where inability to learn that times 
have changed has caused active public 
antagonism. Even a random list of 
industries and other organizations in 
this position would include: banks, 
finance companies, public utilities, ad- 
vertising, railroads, the CIO, life insur- 
ance, the New Deal, and the Republican 
party. 

Each of these is regarded by many, 
many people as worthy of full public 
confidence and support—yet not one of 
them has nearly as much goodwill as 
it could use. 

Industries and businesses are just like 
people in one respect. They are always 
ailing somewhere. Colds, dyspepsia, 
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loss of teeth, and baldness get you and 
me sooner or later. Corporation ail- 
ments are just as common, and if 
neglected they lead on to real trouble. 
But fortunately the word is being spread 
that prevention is far easier and cheaper 
than cure. 

One night I saw Joe Louis prove 
Ruskin’s remark that pride is at the 
bottom of all great mistakes. Joe had 
come up to the championship class very 
fast. He seemed too proud to have 
prepared himself to block Max Schmel- 
ing’s right-hand swings. Schmeling 
knocked him cold. 

In their next bout, a perfectly pre- 
pared Joe Louis, with too much at 
stake to show the slightest pride, 
knocked out Schmeling with a few well- 
aimed blows. 

I predict the same result for any 
industry, any company, not too proud 
to prepare itself, not too deaf to listen 
to public opinion, not too hidebound 


to deal with all public groups in ways 


that forestall misunderstandings and 
strife. 

The enemies of business are numer- 
ous, but they are in plain sight. Be- 
cause business is the activity by which 
we all live, I plead with you to un- 
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shackle its full’ power—not only by in- 
creasing your sales volume, but by 
guarding your company at all points 


from needless and easily avoided ill 
willFrom an address before the 
Sales Executives Club of Chicago. 


COMMERCIAL—SAVINGS SEPARATION 


By Wricut PaTMAN 
United States Representative from Texas 


HE prime requisite of a good bank 

is that it shall be liquid—that de- 

positors may get their money on 
call. No bank is liquid when its funds, 
supposedly withdrawable on notice, are 
tied up in long-term investments. Yet 
such investments are being made daily 
throughout the country and now have 
reached a staggering volume. 

Long-term financing belongs to other 
institutions than commercial — banks. 
Money is deposited in those institutions 
specifically for long-term investments. 
Yet commercial banks for several years 
have been abandoning their own func- 
tion—depriving business of legitimate 
financing—to enter the long-term invest- 
ment field, where they do not belong 
and where, for the safety of their de- 
positors’ funds, they cannot be allowed 
to remain. 

Had all banks stuck to their business 
and performed their proper functions in 
these past few years, they would be 
better off today. Jesse Jones of the 
RFC reports that, after charging off 1 
per cent for management and all over- 
head costs, the RFC has made a profit 
of $200,000,000 thus far—money that 
well might have gone to the commercial 


banks. 


To come down to cases, commercial 
banks should be forced to do one of two 
things: 

1. Stay in the commercial banking 
field, making short-term business loans 
with short-term money. 


2. Get out of the commercial banking 
field, accept money only for long-term 
investments and use it in such enter- 
prises as offer such investments. 

They should not be permitted by this 
Government to operate in a dual field, 
just because of their size and influence, 
when the Government knows that they 
do not belong there and that their pres- 
ent activities well might be regarded as 
a betrayal of their depositors’ trust. 

There is a vast commercial banking 
field in this country, the largest in the 
world. I propose to restrict the com- 
mercial banks to it, in the hope that 
they will carry out the functions for 
which they were intended and supply a 
service the lack of which has crippled 
business for the past several years.— 
From a statement made by Representa- 
tive Patman in explanation of his bill, 
H. R. 6665, providing for separation of 
commercial and savings banking func- 
tions. 


THE FUTURE OF BANK CONSUMER CREDIT 


By K. R. Cravens 
Vice-President, 


The .Cleveland 


T is my belief that there is a bril- 
_ liant future for banks in this par- 
ticular field of banking—that is, in 
personal loans, modernization loans, in 
the financing of consumer goods and 
other goods on either a direct or indi- 
‘rect basis, in the purchase of accounts 
receivable, factoring, etc. This type of 


Trust Company 


financing and lending will become an 
integral part of our every-day banking 
—not just a temporary expedient to 
employ idle funds. 

In. my opinion this field holds satis- 
factory profit possibilities for banks, 
and it may be the means by which 
banks can regain their proper earning 
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position. Moreover, and most impor- 
tant, it will serve as a means to a new 
approach, psychologically, to banking. 
It should teach us that money is no 
different from any other commodity, 
that it must be merchandised—sold, if 
you please. If service is rendered with 
credit so that it is in a usable and 
salable form, a demand will be imme- 
diately created for it. The consumer 
will pay a retail price for money to- 
gether with its attendant services, but 
money has little value on a wholesale 
basis. The cloth must be cut to fit the 
customer. We should have learned by 
now that we can’t shrink or inflate the 
demands of the consumer, or even in- 
dustry, for that matter. 


All of these things are definite pos- 
sibilities of the banks’ future in the 
consumer credit field, and I stand by 
these optimistic predictions if, and let 
me repeat, IF the following “ifs” are 
realized: 


If—the banks will study this business 
and explore its many ramifications. 
They must equip themselves to properly 
handle the business and make the nec- 
essary permanent investments. 


If—they will stop being ashamed of 
this business—stop doing half-jobs 
which are worse than none at all, stop 
whispering and apologizing about the 
prevailing rates charged, but instead 
learn their true costs, then proudly 
educate and sell the public on the 
soundness and the equity of their posi- 
tion. Stop frowning upon the small 
borrower. John Doe is the basis of all 
credit. Respect him or stay out of the 
consumer credit field. And, conversely, 
start this program with your own bank- 
ing organization. 

If—they don’t get an overwhelming 
lust for volume before having the 
proper experience, organization, and 
facilities. Aldous Huxley so aptly 
wrote: “Experience is not what hap- 
pens to a man, it is what a man does 
with what happens to him.” 

If—they do not lose their respect for 
competition, particularly by such acts 
as cutting rates before knowing costs 
and losing their credit balance. (In 
speaking of going overboard on credits, 
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our credit men attribute our credit 
problems to the fact that too many 
people are trying to live up to their 
yearned income, not their earned in- 
come.) 

If—banks learn to respect public 
opinion and acquire a public con- 
sciousness. 

If—they learn to constructively serve 
the public and avoid those insidious 
destructive practices, such as: overlend- 
ing, constant renewals or rewrites 
which keep the borrower continually in 
debt, abuse of terms, disregarding the 
welfare of the consumer to the ulterior 
objective of prolonging the employ- 
ment of funds, exorbitant collection or 
delinquent fees, intolerant collection 
policies, hidden charges, etc. 

If—they learn consideration and tol- 
erance. 

If—the banks feel that the consumer 
credit field is rightfully a legitimate 
banking field and are willing to make 
the necessary sacrifices and to fight 
for it. 

If—they are willing to suffer the 
losses of business arid criticism occa- 
sioned in their other fields of banking 
because banks generally cannot enter 
this business without being thus af- 
fected. The surest way to avoid the 
necessity of straddling this fence, of 
having to evaluate one piece of busi- 
ness against another, is for banks to 
conduct their activities in the consumer 
credit field on a sound basis, be legiti- 
mate competition. All legitimate busi- 
ness respects sound, fair, and construc- 
tive competition. 

And, summing up all these condi- 
tions: 

If—the banks justify their existence 
in the consumer credit field economi- 
cally and socially. 

There is no future for banks in this 
great field unless they face, and cope 
with, and find a solution for, the con- 
ditions just mentioned. Otherwise the 
opportunity for participation in this 
field will be lost to them through ad- 
verse public opinion, regulatory legis- 
lation, competition, and _ self-destruc- 
tion.—From an address before the first 
annual conference of the Bankers Asso- 


ciation for Consumer Credit. 
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ADVERTISING and 
PUBLIC RELATIONS 


Recent developments in bank advertising and public relations work 


‘Bill Paying Terminal’’ 


Announcing the “Marquette Bill Pay- 
ing Terminal,” the Marquette National 
Bank, Minneapolis, Minn., explains its 
new service in folders and newspaper 
ads, as follows: 


“Now you can pay all your bills at 
one window, at one time. No money 
orders to buy, no postage to spend, 
no letters to write, no envelopes to ad- 
dress—and you needn’t chase all over 
town to pay bills either. 

“Let’s assume, for example, that you 
have a pay check to cash and the usual 
monthly bills to pay. Instead of going 
to many places, you gather up the bills 
with the pay check and bring them all 
to the bank. You make out just one 
order and hand it to the teller with 
the bills and the check (or with cash 
if you prefer). The teller cashes your 
check, takes out the necessary money 
to pay your bills plus the trifling cost 
of the service, and hands the remainder 
of the money to you. Along with the 
money, he returns your bill-paying 
order stamped ‘Paid.’ That is your re- 
ceipt. Just tuck it way and relax! 
Promptly, then, the bank goes to work 
paying all of your bills with post office 
speed. 

“You pay for this new, fast, mod- 
erm service with part of the time and 
money it saves for you. The mini- 
mum charge for any group of bills is a 
quarter. No item costs any more than 
a dime, but many cost only a nickel— 
five cents each for payments that travel 
with others to the same payee, and ten 
cents each for payments that must 
travel alone. The nickel fare carries 


any payment to public service insti- 
tutions, such as telephone, gas and elec- 
tric utilities; payments to rental agen- 
cies, department stores, other general 


‘““EYE-CATCHERS’”’ 


These bank ads caught our eye 
and made us read the ad. How 
about you? 


The Price of Eggs 


—State-Planters Bank and Trust 
Company, Richmond, Va. 


Spirits Up! Would Your 
WILL Let Them Down? 


—The City National Bank and 
Trust Co., Columbus, O. 


Flames That Leap 
In The Night 


—Fort Worth National Bank, 
Fort Worth, Tex. 


**Sa-a-y That Ain’t The 
Way I Heerd It’’ 


—Industrial Morris Plan Bank, 
Detroit, Mich. 


Toe Hold For Tom 


—Wachovia Bank and Trust 
Company, Winston-Salem, N.C. 
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The Price of Eggs 


EN eggs are plentiful, the price is low; when eggs are scarce, the 

W price is high. Everybody knows this, In the same way, when the 

supply of money is plentiful, the price showld be low; when it is 
scarce, the price should be high. How many people think of this? 

Right now, there is a tremendous supply of money in the banks available 
for loans. Asa result loan rates at State-Planters are adjusted accordingly 

On personal loans, for instance, discount rates here are as low as 445%. A 
$500 loan costs only $53.75 and is repayable in eighteen casy monthly instalments 
of appromunately $28 each. 

Thowands of people desiring bank credit find it profitable to borrow here. 
‘They find at State-Planters a dependable and responsive loan service... with 
the price of money, hike the price of eggs, properly adjusted to current economic 
conditions. 


State - Planters 


BANK AND TRUST COMPANY 


Two baskets of eggs as an illustra- 

tion in a bank ad are certain to draw 

attention. The copy ties the price of 

eggs in nicely with. today’s low in- 
terest rate on loans, 


stores, city hall, court house, and like 
destinations.” 


Survey Reliability 


Of interest, in these days of public 
opinion survey popularity, is an article 
in the July issue of The Public Opinion 
Quarterly—‘The Reliability of Public 
Opinion Surveys,” by Lucien Warner, 
public opinion researcher for Hartwell, 
Jobson and Kibbee, New York City. 
In this article, Dr. Warner discusses 
three possible sources of error in such 
surveys, and brings out many worth- 
while considerations regarding sam- 
pling, weighting and checking in this 
field. Other articles in the July issue 
include: The General Staff as a Propa- 
ganda Agency, 1908-1914; Political 
Parties and Public Opinion; Public 
Opinion and “Value Judgments,” etc. 
The Public Opinion Quarterly is issued 
by Princeton University Press, Prince- 


ton, N. J., and sells for $1.00 single 
copy, $4.00 yearly. 


Visit New England 


Codéperating with the New England 
Council for the New England exhibit 
at the New York World’s Fair, the 
State Street Trust Company, Boston, 
has issued an attractive folder descrip- 
tive of the exhibit and of New Eng- 
land itself. Only a few words are de- 
voted to the bank, principally calling 
attention to the collection of ship mod- 
els and rare prints on display there. 
These folders are distributed at the ex- 
hibit, all ready to mail to relatives and 
friends to help sell people on the idea 
of visiting New England when they go 
to the Fair. 


‘‘Daddy’’ Mal Davis 


Of interest to regular readers of this 
department will be the news that 
Malcolm Davis, formerly vice-presi- 
dent of The Bankers Publishing Com- 
pany and editor of this section, became 
the proud father of a boy on July 12. 
Mother and child are getting along fine, 
and Mal bore up well enough under 
the strain to carry on with his work 
at Merrill Anderson Company, where 
he is in charge of extending the Re- 
search Advisory Service for banks. 


“‘The American Way’’ 


A striking color newspaper adver- 
tisement, with caption “Independence, 
‘The American Way,’” in white on a 
bright blue background, with red and 
white border, was carried by The 
American National Bank, Nashville, 
Tenn., on July 3. Copy in this timely 
advertisement was in black on a gray 
background, and read: 

“The Constitution guarantees to every 
man personal independence, but only 
through his own actions can he acquire 
solid financial independence. 

“The early pioneers were independ- 
ent, but the necessity of providing for 
emergencies was also recognized. Crops 
were harvested and stored, meat was 
killed and cured, wood was cut and 


corded against the rigors of winter. 
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Even then, each man was often com- 
pelled to loan to the other when mis- 
fortune came or emergencies arose. 

“Today the American National Bank 
provides a strong shelter for your sav- 
ings as a back log for financial inde- 
pendence and, through loans, bridges 
over personal difficulties or the gap be- 
tween seasons of business, giving aid for 
the more orderly adjustment of per- 
sonal affairs or the more profitable op- 
eration of business. 

“Last year, the American National 
Bank made 60,122 new loans, in 
amounts from $5 to $500,000, for 
almost every emergency. If you have 
a problem, either personal or business, 
that conforms to good business princi- 
ples, discuss them with any officer or 
branch manager, and learn the ‘Ameri- 
can’ way to financial independence.” 

White stars on a blue background 
formed a tailpiece for this ad. 


Borders at Citizens 


H. D. Ivey, president of Citizens Na- 
tional Trust & Savings Bank of Los 
Angeles, announces that Irvin Borders, 
Los Angeles newspaper and advertis- 
ing man, has been appointed advertis- 
ing manager of the bank. Borders suc- 
ceeds E. C. Anderson, who for many 
years was advertising manager and who 
passed away April 15. 


Musket Handy 


“Musket Handy and Powder Dry!” 
is the challenging head of a Fort Mad- 
ison Savings Bank, Fort Madison, Ia., ad 
in the July issue of its interesting eight- 
page external house organ. Illustrated 
by a line drawing of an old-time mus- 
ket and powder horn hanging on the 
wall, copy continues with: “The Amer- 
ican colonist before the Revolution did 
not hide his gun in an attic gable nor 
store his ammunition in some damp 
and distant spot. To be ready at all 
times to resist an enemy, or to go after 
game, he kept his musket handy and 
his powder dry. When the call came 
to join the army under General Wash- 
ington, the colonist was well armed 
and prepared to do his duty. Times 


have changed, but the same principle 
still applies. Today the most needed 
weapon is money—safe and ready for 
emergency or opportunity. That means 
money on deposit in an account with 
the Fort Madison Savings Bank.” 


Electric Eye Doors 


Source of considerable publicity are 
the “Magic Electric Eye” doors re- 
cently installed in the First National 
Bank in Palm Beach, Fla., in connec- 
tion with the air conditioning of the 
bank. The first such doors to be in- 
stalled in any bank in Florida, accord- 
ing to R. E. Conn, vice-president, they 
are occasioning considerable interest 
as they automatically open when ap- 
proached by customers of the bank. 


To Run Financial Errands 


“A Messenger to Run Your Financial 
Errands” is the catchy way the State- 
Planters Bank and Trust Company, 
Richmond, Va., describes its checking 
account service. A recent newspaper 
ad reads, in part: “A checking ac- 
count at State-Planters is an efficient 
messenger, going anywhere in the city 
or in the country, carrying any amount 
of money you wish, to anyone you 
wish. It is a financial errand boy sav- 
ing you many needless steps, many 
minutes of useless waiting and many 
irritating inconveniences incident to 
settling financial obligations with 
ae 


Historical Series 


In an _ attractive twenty-four-page 
11x14-inch booklet, The Bank of Cali- 
fornia, N. A., San Francisco, repro- 
duces eleven of its recent series of his- 
torical ads. A foreword explains: 

“The years just preceding and fol- 
lowing 1864 were among the most pro- 
gressive and eventful in American his- 
tory, and The Bank of California’s par- 
ticipation in those vital times is briefly 
presented in the following pages. 

“Today, the growth of the Pacific 
West can be traced back for three- 
fourths of a century—intimately—on 
the ledgers of this bank. As the only 
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Many of us vaguely think of estate management as we view the serene outlines of some distant 
mountain we intend to club Both scem easy. but distance conceals many dificulnes and obstacles. 
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ce. Enaee 
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rasntution 94 executor-trusee under your 
Will, you make comin of the services of an 


Fidelity Union Trust Company 


New Jersey 


tan sanogs 
Planning. Ik 1 free. Send for» copy, wodey. 


EAST ORANGE 


A beautiful landscape gains atten- 
tion, and copy ties this up nicely 
to the bank’s trust service. 


one in the nation with branches oper- 
ating under the same name and the 
same staff in three states, it has the ad- 
vantage of direct association with all 
of the major industries in a natural 
trading, growing and manufacturing 
region. 

“These broad contacts give best effect 
to the commercial leadership and re- 
sponsibility-to-customers that have car- 
ried the name of The Bank of Califor- 
nia around the world almost. since the 
day it was founded. 

‘Head office and Mission branch in 
San Francisco; Oregon and Washing- 
ton branches in Portland, Seattle and 
Tacoma.” 


**Friends of Trenton’’ 


A new series of newspaper ads be- 
ing run by the Broad Street National 
Bank, Trenton, N. J., pays tribute to 
the workers in various lines of busi- 
ness in Trenton. Prepared by Muir & 
Co., these ads carry attention-getting 
illustrations of the workers in action, 
stress their contribution to the com- 
munity, and show how the bank enters 
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into these workers’ personal and busi- 
ness lives. A recent ad in this series 
carries the caption, “Friends Behind 
The Counter,” with an illustration of 
a smiling clerk behind a counter. Copy 
reads: “The men and women in our 
local stores and shops are your friends 
—friends of Trenton. Not only be- 
cause they are always eager to serve 
you, but because their earnings are 
the profit of the entire community. 

“The wide variety of merchandise 
offered for your choice, the modern 
surroundings, have in many cases been 
made possible by the services of The 
Broad Street National Bank. And the 
funds of these tradespeople, deposited 
in this bank, provide additional stimu- 
lus for other local industries. 

“For every banking requirement, 
whether of business organizations or of 
the individual, The Broad Street Na- 
tional Bank provides complete helpful, 
modern service.” 


S & L Advertising 


The newspaper was the favorite and 
most effective advertising medium of 
American. savings, building and loan 
associations of all types in 1938, ac- 
cording to a survey completed by the 
public relations department of the Fed- 
eral Home Loan Bank Board, and re- 
ported by the Federal Home Loan Bank 
Review. The advertising dollar spent 
by the average association was divided 
as follows: 


Newspapers, 49.1 cents; miscellane- 
ous media, 15.2 cents; printed material, 
9.5; radio, 8.1; billboards, 6.1; house 
organs, 4.4; window and office display, 
3.8; car and bus cards, 1.8; special 
outside signs, 1.7; motion pictures, 0.3. 


Revenue Act of 1939 


The Manufacturers Trust Company, 
New York City, is distributing a 48 
page booklet “Revenue Act of 1939 
with Explanations,” which contains the 
text of the new bill recently signed by 
the President, together with a summary 
of its important provisions and ex- 
planatory tables. 
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BRIEFS 


Items of interest from many sources—condensed for quick reading 


Counterfeit Losses 


“Notwithstanding the skill of their 
tellers, banks throughout the United 
States last year sustained a loss of 
$62,002 when they accepted as genuine 
7,094 counterfeit notes,” Julian T. 
Baber, U. S. Secret Service official, 
Washington, D. C., told delegates to 
the Washington State Bankers Associa- 
tion convention recently. 

“Aside from bank losses,’”’ Mr. Baber 
said, “the fraud perpetrated on the 
general public decreased from $487,643 
in 1937 to $318,842 last year, and in 
the matter of counterfeit coins, the loss 
to the public was reduced from $67,750 
in 1937 to $50,873 in 1938. 

“Secret Service agents last year cap- 
tured $483,021 in counterfeit notes as 
against $654,787 in 1937, and seized 
$124,766 in counterfeit coins as against 
$67,393 for the same period during the 
previous year. Counterfeit notemakers 
and passers arrested last year numbered 
663. There were 506 coinmakers and 
coinpassers among the 3,557 arrests 
made by the Service, the total including 
forgers of Government checks and 
other offenders.” 


Savings Banks Forum 


The Savings Banks Association of 
the State of New York have formed a 
Public Relations Forum to serve as a 
clearing house for discussion, research 
and information on such matters as cus- 
tomer relations, employe relations, new 
services, advertising and publicity, ac- 
cording to an announcement made by 
Albert S. Embler, president. A recent 
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poll of the savings banks reveals that 
those subjects of greatest interest are 
improving and broadening services 
offered to those who can logically best 
be served by savings banks, and a con- 
structive program of employe relations. 
These will receive the first attention of 
the Forum. 


Giannini for Survey 


A survey of the administration’s en- 
tire monetary and banking set-up, as 
recently authorized by the Senate, has 
been warmly endorsed by L. M. Gian- 
nini, president of the Bank of America. 

“A real inquiry into the credit facili- 
ties actually available to all kinds of 
business will be an eye-opener to the 
general public, who appear to have 
been misled as to the availability of 
such facilities,’ he said. “No new 
banking organizations are needed at 
this time. Existing institutions are 
willing and anxious to advance operat- 
ing funds to sound borrowers. It is 
the borrowers who are scarce. 

“As for venture capital, there is an 
abundance of that, but the owners lack 
confidence in the immediate future be- 
cause of continuing attacks and restric- 
tions on business. Restore that con- 
fidence, and I am satisfied there would 
soon be an outpouring of capital for 
new enterprise and expansion that 
would launch us on a new and thrilling 
upsurge of business activity and em- 
ployment.” 

Mr. Giannini urged that the survey 
extend to overlapping Government 
agencies in the field of banking. Par- 
ticularly, he thought, serious study 
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should be given to proposals which 
would change the functions of the 
Comptroller of the Currency, or even 
abolish the office, and the importance 
of establishing that office, which is the 
oldest financial-administrative body in 
the Government on an _ independent 
basis. 


Managed Currency 


“Why all this fear of a managed 
currency?” asks William Trufant 
Foster, director, Pollak Foundation for 
Economic Research, in the July issue 
of The Rotarian magazine. 

“Every currency is a managed cur- 
rency,” says Mr. Foster. “It does not 
just happen. The only question is 
whether currencies shall be managed 
intelligently, or as we have managed 
them throughout the world for many 
generations. But isn’t it possible under 
a managed currency to have disastrous 
inflation? Certainly it is possible, just 


as it always has been possible, when 
nations have relied on gold or on silver. 
The choice before each nation is between 
a system which certainly has gone 
wrong, over and over again, and one 
which possibly might go wrong.” 


Mr. Foster’s article is one of three 
in a symposium in this issue of The 
Rotarian, under the general title of 
“What Yardstick for Money?” Other 
contributors are Sir Henri Deterding, 
late director, Dutch Oil Company, and 
Melchior Palyi, Hungarian-American 
monetary authority. Readers of the 
articles are invited to write their opin- 
ion to the editors. 


Private Lending Effective 


A striking example of the effective- 
ness of private lending is to be found 
in the experience of California where 
the Bank of America, up to the end of 
May, had made nearly 200,000 indi- 
vidual loans for the purchase of home 
equipment and other appliances. The 
aggregate of these loans was close to 
$31,000,000, and they were made to 
residents throughout the state. 

The Federal Government’s Electric 
Home & Farm Authority, which has 
been operating on a nationwide basis 


for about the same period that the 
bank has been making equipment loans 
in California, reported that its opera- 
tions in 33 states to April 30, 1939, 
had resulted in 115,565 loans for a 
total amount of $17,566,000. Thus, 
Bank of America’s operations in but 
one phase of credit granting, and with- 
in the borders of a single state, have 
been nearly twice as large both in num- 
ber and dollar amount as have those 
of a Government agency supplying a 
similar type of credit throughout the 
entire nation. 


Collateral for Rent 


A novel idea in the operation of 
personal loan departments by banks 
was presented by Vernon L. Buchman, 
president of the Vee Bee Service Com- 
pany, at the recent first annual con- 
ference of the Bankers Association for 
Consumer Credit, at Conneaut Park, Pa. 

Under the Vee Bee system, as pre- 
sented by Mr. Buchman, a bank operat- 
ing a personal loan department is pro- 
tected against loss, and the individual 
borrower is spared the embarrassment 
of securing endorsements from personal 
friends or employer. 

“Under our system,” Mr. Buchman 
said, “it is possible for any worthy 
person needing a personal loan but 
who cannot offer security acceptable to 
banks, to rent this security in the form 
of a surety bond, at an average monthly 
rate of 27-7/10 cents per hundred 
dollars for eighteen months. This 
protection does not cost the bank any- 
thing, because the premium for the 
bond is paid for by the borrower. In 
other words, he merely rents collateral 
for the duration of the loan.” 


Public Relations Program 


A handy pamphlet, bearing on the 
“how” rather than the “why” of a 
sound public relations program for 
banks, has just been sent to members 
of the Ohio Bankers Association by its 
Committee on Public Relations, Dale 
Brown, of the National City Bank, 
Cleveland, announces as committee 
chairman. 

The members of the committee felt 
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that the groundwork on the necessity 
of such a program had been and is 
being done well by countless speakers 
and articles, but the use of a simple 
outline showing how to go about the 
work was now indicated. 

This pamphlet seeks to bring down 
to earth in concise form the public 
relations advice which bankers have 
been receiving in recent years. A 
brief foreword tells readers how they 
can use their association and available 
public relations material to the best 
advantage. 

The specific suggestions of the com- 
mittee are set forth in three classifica- 
tions: Employe and Officer Relations, 
Customer Relations, and Public Rela- 
tions. These are then subdivided in a 
simple manner showing how the main 
divisions can and should be covered. 

Any banker desiring a copy of this 
Ohio pamphlet should write to the Ohio 
Bankers Association, Columbus, and he 
will receive it free while the supply 
lasts. 


New Small Loan Machine 


In step with the banking trend to- 
ward an increasing volume of small 
loan business, Burroughs Adding Ma- 
chine Company has announced a new 
low-cost machine for receipting and 
posting payments at the window. By 
combining posting with receipting, it 
saves extra work ordinarily required 
to post records separately in the book- 
keeping department. 

The compact size of the 
Installment Receipting-Post- 
ing machine makes it pos- 
sible to use the unit in a 
teller’s cage without making 
costly changes. It permits 
the teller—in a single opera- 
tion—to post the amount of 
cash received to the bor- 
rower’s receipt book and 
ledger record, and to obtain 
a detailed audit journal and 
a locked-in cash total as a 
by-product of the posting. 
In banks where the machine 
has already been installed, 
experience has shown that 


the entire operation requires only a few 
seconds. Thus, customers are served 
quickly and payment lines are permitted 
to move rapidly. 

The amount entered on the machine 
is unchangeable until both receipt and 
ledger have received an original print 
—thus assuring agreement between the 
bank’s and the borrower’s records. 
Where two tellers use one machine, 
two totals are automatically accumu- 
lated to provide separate control figures 
against which each teller’s cash must 
balance. 

This machine is equipped with the 
Burroughs Short-Cut Keyboard, which 
provides the fastest known method of 
listing amounts. Several keys—usually 
an entire amount—may be depressed 
simultaneously. Ciphers print automa- 
tically. The machine can also be used 
as a fast, two-total adding machine. 


Insured S & L’s 


The fifth anniversary of the Federal 
Savings and Loan Insurance Corpora- 
tion last month found the savings of 
2,340,000 persons in insured savings, 
building and loan associations pro- 
tected against any loss up to $5,000 
each. 

“On June 15 there were 2,168 in- 
sured institutions, consisting of 1,381 
Federal savings and loan associations 
and 787 institutions under state charter 
and supervision,” reported Nugent Fal- 
lon, general manager. “Their com- 


Burroughs Installment Receipting-Posting Machine. 
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bined assets amounted to $2,318,000,- 
000. 

“December 31, 1934, found a total of 
only 451 thrift associations insured, 
chiefly Federal savings and loan as- 
sociations for which Congress had 
made insurance compulsory,” he said. 
“State-chartered associations are in- 
sured if they apply and are approved. As 
they are convinced of the advantages of 
this new Federal aid, more and more 
state associations have asked for pro- 
tection. 


“Insured institutions are located in 
more than 1,250 cities and towns con- 
taining at least 75 per cent of the urban 
population of the country. Practically 
all residents of the non-farm area of 
the United States have insurance of 
their savings available to them. In the 
meantime the insured associations them- 
selves have made marked progress. 
They have gained in public confidence 
and shown a steady growth in assets. 

“Comparing their present resources 
with those on the dates they became 
insured, their expansion in assets 


amounts to 47 per cent. That they have 
grown in the esteem of the public is 
shown by an average gain of 5.3 per 


cent in invested capital during the first 
three months of 1939 alone. 

“In the equally important lending 
side of their business, insured associa- 
- tions have made a total of $905,000,000 
in home loans since January 1, 1937.” 


Community Trusts 


Distributions of philanthropic funds 
through community trusts in the United 
States and Canada rose by over 50 per 
cent in 1938 over any previously at- 
tained volume and reached a total of 
$1,757,000, compared with $1,151,000 
in 1937, according to a summary of 
the year-end resources of community 
trusts and foundations just completed 
by the New York Community Trust. 
In the past ten years, the volume of 
outpayments through these agencies has 
more than doubled. The number of 
disbursing trusts was 43 in 1938, 42 
in 1937. 


At the close of 1938, community 
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trusts held aggregate resources of $48,- 
503,000, compared with $48,020,000 
at December 31, 1937. During the past 
twelve years, the funds of these trusts 
have trebled. Led by those in New 
York, Chicago and Cleveland, thirteen 
community trusts or foundations have 
accummulated resources in excess of 
$1,000,000. Those having the largest 
funds are: New York Community 
Trust, $8,600,248; Chicago Community 
Trust, $6,846,331; Cleveland Founda- 
tion, $6,190,870; Boston Permanent 
Charity Fund, $5,069,570; Winnipeg 
Foundation, $3,307,676; Indianapolis 
Foundation, $2,731,000; Minneapolis 
Foundation, $2,381,122. 

The largest distributor in 1938 was 
the Buffalo Foundation which paid out 
$723,960. The New York Community 
Trust was second, with appropriations 
of $209,994, and the Cleveland Founda- 
tion third with $181,358. In Boston, 
$180,120 was disbursed; in Chicago, 
$155,645; and in Indianapolis, $112,- 
965. 

The greatest net growth reported dur- 
ing 1938 was from Rochester, New 
York, where principal funds were in- 
creased by $237,239. In Chicago there 
were additions of $221,500; in Boston, 
$161,262; and in Providence, $149,240. 


S & L Dividends 
The payment of $95,600,000 divi- 


dends by savings and loan associations 
and co-operative banks for the semi- 
annual period was completed July 1, 
the United States Building and Loan 
League announces. The sum _ was 
distributed to 6,250,000 individuals in 
more than 9,000 different communities, 
including the territories of Alaska and 
Hawaii. 

Morton Bodfish, executive vice-presi- 
dent of the League, says that $4,000,000 
of this amount is being paid to indi- 
viduals who are getting the first co- 
operative bank or savings and loan 
dividends in their lives at this time, 
having made their first such invest- 
ments during the past six months. An- 
other $2,500,000 of dividends repre- 
sents increases in the earnings of people 
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May we send you on approval— 


How to Obtain 
Bank Costs 


By E. S. WooLLey 


“We started an analysis of our bank 
(which we had been wanting to do for 


some time) and 
some of my 
formula 


after discussing it with 
associates we felt that your 


is the best that we have been 
able to procure and because 


of the sim- 


plicity and the fullness with which all of 
the details were covered we decided to 
follow the outline given in your book.” 


L. W. BISHOP, Comptroller, 


State-Planters Bank & Trust Co., 


Richmond, Va. 


Bankers Publishing Company 
465 Main St., Cambridge, Mass. 


who were already investors, but put 
more money into the institutions dur- 
ing the period. 

The total of dividend payments is 
higher than it was on January 1, be- 
cause of the increase in total amounts 
invested by shareholders, comparing 
the two periods, according to Mr. Bod- 
fish. He states that the associations 
and co-operative banks are using less 
Federal Home Loan Bank credit and 
more private shareholders’ money than 
they were at the end of December be- 
cause of the growing popularity of 
their share accounts with the public. 
Aggressive advertising programs are 
credited with some of the influence in 
this direction, since the thrift and home 
financing institutions are spending 
more money now to make themselves 
known than they ever did any year in 
the past. 


Nonresident Taxation 


Numerous questions regarding the 
taxation of intangible property held in 
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a state by nonresidents have been re- 
ceived by various states following the 
recent Supreme Court decisions in the 
cases of Curry v. McCanless and Graves 
v. Elliott. In replying to such queries, 
the New York State Tax Commission 
states, in part: 

“This Commission therefore rules 
that a nonresident may maintain a 
bank account and keep his bonds, 
shares of stock, and other intangibles 
in a safe deposit box or in safekeeping, 
custodial or trustee accounts, or estab- 
lish a trust with a New York trustee 
without the fear that the State of New 
York will assert: (1) A property tax 
during his lifetime; (2) a personal in- 
come tax on his interest, dividend or 
other income therefrom; (3) a death 
tax when he shall die, even though his 
administrator, executor or trustee is a 
New York resident or corporation; or 
(4) a personal income tax against a 
trust created by a nonresident or a 
nonresident beneficiary of any such 
trust.” The Commission points out a 
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provision proposed by the 1938 con- 
stitutional convention which was ap- 
proved by the electors and became ef- 
fective January 1, 1939, in-New York, 
which reads as follows: “Moneys, 
credits, securities and other. intangible 
personal property within the state not 
employed in carrying on any business 
therein by the owner shall be deemed 
to be located at the domicile of the 
owner for purposes of taxation, and, 
if held in trust, shall not be deemed 
to be located in this state for purposes 
of taxation because of the trustee being 
domiciled in this state.” 

The Ohio Bankers Association, in 
clarification of Ohio’s stand on this 
question, calls. attention to a ruling 


issued by the Ohio Tax Commissioner . 


re-stating that under the Ohio reci- 
procal tax statute, nonresidents of 
Ohio will be and are afforded the same 
protection against double inheritance 
taxation as is extended: to Ohio resi- 
dents by the several other states. The 
association also points out that since 
practically all states, and especially 
the larger states businesswise, either 
have reciprocity by law or by practice, 
nonresidents of Ohio who have intan- 
gible property located in Ohio and its 
various financial institutions are now 
assured that they are not in danger of 
double taxation by Ohio. 


In Illinois, the Attorney General’s 
ruling, in a letter addressed to the 
Corporate Fiduciaries Association of 
Chicago, concludes as follows: “In 
view of these statutory provisions, I 
wish to advise you that the present 
Inheritance Tax Law of this state does 
not impose an inheritance tax in the 
case of stocks, bonds or other intan- 
gible personal property held in Illinois 
in a trust created by a person who, at 
the time of his death, is a nonresident 
of this state (a) in case such property 
is subject to inheritance, succession or 
estate tax in the state of the decedent’s 
residence, or (b) in case the state of 
decedent’s residence at the time of his 
death does not impose a transfer tax 
or death tax of any character in respect 
of personal property of residents of 
this state (other than tangible per- 


sonal property having an actual situs 
therein), either because of a specific 
or a reciprocal provision to that effect 
in the statute of said state. I also wish 
to advise you that credits for cash 
deposited in Illinois by a non-resident 
and stocks, bonds and other intangible 
property of nonresidents in safe de- 
posit boxes or in safe-keeping and 
agency accounts in this state, even 
though they may have a taxable situs 
in Illinois, are not now subject to in- 
heritance tax in this state under the 
conditions specified in clauses (a) or 
(b) of the preceding paragraph of this 
letter.” 


5} 


Convention Dates 


GENERAL 


September 11-14—Financial Advertisers As- 
sociation, Royal York Hotel, Toronto, 
Canada. 


September 20-22—National Association of 
Supervisors of State Banks, Salt Lake 
City, Utah. 


September 25-28—American Bankers As- 
sociation: Olympic Hotel, Seattle, Wash. 


September 27-29—United States Building 
and Loan League, Atlantic City, N. J. 


September 28-30—National Association of 
Bank Auditors and Comptrollers, Seattle, 
Wash. 


October 9-11—Morris Plan Bankers Asso- 
ciation, Westchester Country Club, Rye, 
| ae 

STATE AND SECTIONAL 


August 14 week—Tennessee Bankers Asso- 
ciation, University of Tennessee, Knox- 
ville, Tenn. 


August 21-September 1—Pacific Northwest 
Banking School, Seattle, Wash. 


September 19-20—17th Regional ABA Trust 
Conference of the Pacific Coast and 
Rocky Mountain States, Los Angeles. 


Oct. 25-27—New York State Association of 
Savings Banks, The Homestead, Hot 
Springs, Va. 

October 26-27—Tenth ABA Mid-Continent 
Trust Conference, Stevens Hotel, Chicago. 


186 THE BANKERS MAGAZINE for August, 1939 





